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VESSEL OPERATIONS REVOLVING FUND 


MONDAY, MAY 28, 1956 


Hovust or REPRESENTATIVES, 
SUBCOMMITTEE ON MERCHANT MARINE OF THE 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 

Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to call, in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) presid- 
ing. 

The Cuatrman. The committee will come to order. 

Today we are beginning hearings on a series of bills sponsored by 
the Department of Commerce. 

There are five of these bills which we have scheduled for today, to- 
morrow, and Thursday. I am very hopeful that we will be able to 
give full and careful consideration to all of them this week, although 
I recognize that most of them involve ramifications which deserve the 
fullest study. 

(H. J. Res. 613 and H. R. 10987 with communications follow :) 


[H. J. Res. 613, 84th Cong., 2d sess. ] 


JOINT RESOLUTION To authorize the vessel operations revolving fund of the Depart- 
ment of Commerce to be used for expenses in connection with the chartering of merchant 
ships under jurisdiction of the Secretary of Commerce 


Resolved by the Senate and Honse of Representatives of the United States of 
America in Congress assembled, That the vessel operations revolving fund created 
by the Third Supplemental Appropriations Act, 1951, approved June 2, 1951 
(Public Law 45, Eighty-second Congress: 65 Stat. 52, at 59), shall, beginning 
July 1, 1956, be available for expenses incurred in connection with the activa- 
tion, repair, and deactivation of merchant ships chartered under the jurisdiction 
of the Secretary of Commerce. There shall be credited to such fund all receipts 
on account of operations after July 1, 1956, under charters of Government-owned 
ships under the jurisdiction of the Secretary of Commerce. 





[H. R. 10987, 84th Cong., 2d sess. ] 


A BILL To amend the Merchant Ship Sales Act of 1946 to permit the use of vessel 
revolving funds for vessel activation and deactivation 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 5 (e) (1) of the Merchant Ship 
Sales Act of 1946, as amended by the Act of June 30, 1950 (Public Law 591, 
Highty-first Congress), shall be amended by adding the following: “Provided, 
however, That the vessel operations revolving fund, created by the Third Supple- 
mental Appropriation Act, 1951, shall be available for activation, repair, and 
deactivation of merchant ships chartered under the jurisdiction of the Secretary 
of Commerce.” 
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Tne SECRETARY OF COMMERCE, 
Washington 25, D. C., June 20, 1956. 
Hon. Hereert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, 
Washington, D.C. 

Dear Mr. Bonner: This letter is in reply to your requests for the views of 
this Department with respect to H. R. 10987, a bill to amend the Merchant Ship 
Sales Act of 1946 to permt the use of vessel revolving funds for vessel activation 
and deactivation ; and House Joint Resolution 613, a joint resolution to authorize 
the vessel operations revolving fund of the Department of Commerce to be used 
for expenses in connection with the chartering of merchant ships under jurisdic- 
tion of the Secretary of Commerce. 

H. R. 10987 would amena secton 5 (e) (1) of the Merchant Ship Sales Act of 
1946, as amended, This section authorizes the bareboat charter by the Secretary 
of Commerce of war-built dry cargo vessels, after hearing by the Federal Mari- 
time Board, for use in service required in the public interest and not adequately 
served, and for which privately owned American-flag vessels are not available 
for charter by private operators on reasonable conditions and at reasonable rates 
for such service. The bill would amend the section to provide that the vessel 
operations revolving fund (created by the Third Supplemental Appropriation 
Act, 1951) shall be available for activation, repair, and deactivation of merchant 
ships chartered under the jurisdiction of the Secretary of Commerce. 

House Joint Resolution 613 would provide that the vessel operations revolving 
fund shall be available beginning July 1, 1956, for expenses incurred in connection 
with the activation, repair, and deactivation of merchant ships chartered under 
the jurisdiction of the Secretary of Commerce. In addition, it provides that 
there be credited to such fund all receipts on account of operations after July 1, 
1956, under charter of Government-owned ships under the jurisdiction of the 
Secretary of Commerce. 

The vessel operations revolving fund was created by the Third Supplemental 
Appropriation Act, 1951, approved June 2, 1951 (Public Law 45, 82d Cong.; 65 
Stat. 52, at 59). In that act there was appropriated $20 million for working 
eapital for a revolving fund which was created for carrying out vessel op- 
erating functions of the Secretary of Commerce, including charter, operation, 
maintenance, repair, reconditioning, and betterment of merchant vessels under 
the jurisdiction of the Secretary of Commerce. All receipts from vessel-op- 
erating activities conducted under said fund were directed to be credited to 
the fund. The Second Supplemental Appropriation Act, 1956 (Public Law 533, 
approved May 19, 1956), contains a provision authorizing the use of the vessel 
operations revolving fund for activation, repair, and deactivation of merchant 
ships chartered under the jurisdiction of the Secretary of Commerce. It does 
not contain any provision relating to deposit of receipts from such carter into 
the fund. The Department of Commerce and Related Agencies Appropriation 
Act, 1957, reported to the Senate May 23, 1956 (S. Rept. No. 2089), includes a 
provision that the vessel operations revolving fund shall be available for activa- 
tion, repair, and deactivation of merchant ships chartered for limited emergency 
purposes during the fiscal year 1957 under the jurisdiction of the Secretary of 
Commerce. 

The provisions in H. R. 10987 and House Joint Resolution 613 are permanent 
in character and House Joint Resolution 613 specifically provides that receipts 
from the chartering of merchant ships by the Secretary of Commerce shall be 
credited to the revolving fund. 

In recent months the demand for tonnage to move foreign and domestic com- 
merce of the United States, including cargoes under various governmental agency 
programs, has caused such an increase in rates that offers received from private 
owners for the use of their vessels are now deemed to be in excess of fair and 
reasonable rates. Early in April a meeting of representatives of various agencies 
of the United States with representatives of the Maritime Administration was 
held. Representatives of principal shipping agencies, including the Department 
of Agriculture, the International Cooperation Administration, General Services 
Administration, and Military Sea Transportation Service, emphasized the dffi- 
culties encountered in obtaining United States-flag ships at fair and reasonable 
rates,.and further reported that foreign-flag operators were offering ships at 
greatly increased rates at times in excess of rates deemed by the Maritime Ad- 


ministration and Government agencies to be fair and reasonable for United States 
ships. 
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Applications for charter of Government ships have been received from private 
companies. One application has been for use in the intercoastal trade and 
another has been for use in the operator’s regular liner service. It appears that 
the need for the latter is in part necessitated by shortage of space for movement 
of surplus agriculture commodities, such as cotton, grain, and grain products. 

It appears that most of the Government shipping agencies cannot program ship- 
ments over period long enough to warrant employment for sufficient time to 
amortize the cost of breakout and reconditioning of vessels in addition to the 
cost of operation. In view of the present market conditions and their impact on 
the movement of Government-sponsored cargoes as well as on the ocean transpor- 
tation of foreign and domestic commerce of the United States, the Maritime Ad- 
ministration, Department of Commerce, should have available for its use the 
vessel operations revolving fund in order to pay expenses incurred in the breakout, 
reconditioning, and layup of Government vessels for charter to private operators. 

Government-sponsored programs, such as International Cooperation Adminis- 
tration and the Agriculture Department, require tonnage in excess of United 
States-flag privately owned shipping available. Freight rates have increased 
markedly and it is believed that the orderly release of Government ships under 
bareboat charter would serve to stabilize the market and at the same time have 
less adverse effect on private owners than a Government general agency operation. 
It is believed that more direct control over shipping services and cargoes which 
would exist under general agency operation is not necessary under existing 
circumstances. It is believed that the breakout of limited numbers of Govern- 
ment vessels for operation under private charter will have a monetary advantage 
to the Government, in that the receipts from charter hire would be credited 
against the cost of the breakout and layup of vessels. Government financing of 
the breakout is necessary since not all desirable programs are large enough to 
finance the breakout and reconditioning by amortization in connection with the 
charters. 

The use of the fund, as proposed, will secure better performance of the charter- 
ing authority under section 5 (e) (1) of the Merchant Ship Sales Act of 1946, as 
amended. If applicants for charter are required to assume breakout, recondition- 
ing, and layup costs, in addition to the prescribed statutory rate, it is believed that 
the Administration will be prevented from chartering vessels in circumstances 
which meet the purpose of section 5 (e) (1). That section authorizes chartering 
to meet necessity for services where private vessels are not available at reason- 
able rates. If the applicants for charter assumed the breakout costs in addition 
to the statutory rate, the freight rate would necessarily be raised to a point 
regarded as unfair and unreasonable. 

It is our view that House Joint Resolution 613 is preferable to H. R. 10987, 
particularly because it provides that chartering receipts shall be credited to the 
revolving fund, which is in accord with the original concept of the fund. 

This Department, therefore, recommends enactment of House Joint Resolution 
613. 

We have been advised by the Bureau of the Budget that it would interpose no 
objection to the submission of this report to your committee. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, June 7, 1956. 
Hon. Hexsert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 


DeaR Mr. CHAIRMAN: Reference is made to your letters of May 4, and 9, 
1956, inviting our views on H. R. 10987 and House Joint Resolution 613, 84th 
Congress, 2d session, respectively. 

The vessel operations revolving fund, created by the Third Supplemental Ap- 
propriation Act, 1951 (65 Stat. 52, 59), is presently available for the activation, 
repair, and deactivation of vessels to be used in connection with those vessel- 
operating activities of the Secretary of Commerce for the financing of which the 
fund was established, namely, the shipment of Government cargoes resulting 
from national defense and other programs. It has not been considered available 
for use in connection with other chartering activities of the Secretary. If a 
vessel was chartered for other than a fund activity, the charterer has been re- 
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quired by the Maritime Administration to pay any activation, repair, and de- 
activation expenses and was permitted to include such expenses in his costs in 
arriving at the additional charter hire resulting from excess profits, as provided 
in section 709 (a) of the Merchant Marine Act, 1936, incorporated by reference 
in section 5 (c) of the Merchant Ship Sales Act, 1946. 

H. R. 10987 and House Joint Resolution 613 would extend the authority to use 
the fund to the activation, repair, and deactivation of vessels under the juris- 
diction of the Secretary of Commerce which are to be bareboat chartered to pri- 
vate operators. 

H. R. 10987 would add a proviso to section 5 (e) (1) of the Merchant Ship 
Sales Act of 1946, as amended by the act of June 30, 1950 (64 Stat. 309). Con- 
sequently, it would limit the use of the fund to the activation, repair, and deac- 
tivation of war-built vessels which may be chartered pursuant to the 1946 act. 
Under section 12 (d) of the 1946 act, all moneys received from the charter hire of 
vessels (excepting those operating in an activity conducted under a program 
for the financing of which the revolving fund was established) are required to be 
deposited in the Treasury to the credit of miscellaneous receipts. 

House Joint Resolution 613 would authorize, as of July 1, 1956, the use of the 
fund for activation, repair, and deactivation of vessels under the jurisdiction 
of the Secretary of Commerce without regard to the statutory authority under 
which the vessels were chartered. In addition, it authorizes the credit to the 
fund of all receipts from vessel charters, irrespective of the date of execution 
of the charters. This provision would make unnecessary the present separa- 
tion for deposit or credit of receipts from chartering activities under the fund 
and those not in that category. However, it is not entirely clear whether the 
first sentence of House Joint Resolution 613 contemplates authorizing the use 
of the fund for the deactivation of vessels now under charter or only for vessels 
which are chartered on or after July 1, 1956. If the authority to use the fund 
is intended to be limited to new charters, it could be made clear by changing that 
part of the first sentence following the parenthesis on line 6 to read “‘shall be 
available for expenses incurred in connection with the activation, repair, and 
deactivation of merchant ships under the jurisdiction of the Secretary of Com- 
merce which are chartered on or after July 1, 1956.” 

It is not possible to estimate what effect these bills would have upon the cost 
to the Government of its future chartering activities. The cost of activation 
and repair will depend upon the condition of the particular vessel involved and 
whether the Government will recover that cost is contingent upon the rate of 
charter hire and the term of the charter. 

At present 23 vessels under the jurisdiction of the Secretary of Commerce are 
on charter under the various authorizations listed below. Some charters require 
the charterer to bear the expense of deactivating the vessel. 


Deactivation 





Authority Vessels to be paid by 
charterer 
Merchant Marine Act, 1936.___.-........---- Sik seed Pepin 3 3 
First War Powers Act, 1941_________- 3 sscceacemniahaii ties caceeiciel : ates 1 1 
Merchant Ship Sales Act of 1946 eiibiichneuneens E ii 14 8 
Philippine Rehabilitation Act of 1946__.._.......-_.__..-__- peasea 3. P Win cus 
aa i i 23 12 


Aside from the foregoing analysis and comments, the question as to whether 
Government-owned vessels should be bareboat chartered to private operators as 
contrasted to general agency operations for Government accounts, for which the 
vessel operations revolving fund is presently available, is a matter of policy for 
the determination of Congress. However, if it is determined that making funds 
available for the exercise of the Secretary’s general chartering authority is con- 
sidered necessary or desirable, we suggest that the crediting of receipts from 
all charter operations into the fund from which the expenses will be paid, as 
provided in House Joint Resolution 613, is preferable as being consonant with 
the principles of a true revolving fund. 

Sincerely yours, 

JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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The CuHairman. Today our hearings will be on House Joint Reso- 
lution 613, which I introduced at the request of the Department of 
Commerce, and H. R. 10987, introduced by Mr. Allen of California. 
These are similar bills to authorize the vessel operations revolving 
fund of the Department of Commerce to be used for expenses in con- 
nection with the breakout, repair, and lay-up of merchant ships 
chartered under the jurisdiction of the Secretary of Commerce. 

The authority requested by these bills was first presented to the 
House Appropriations Committee. That committee agreed with me 
that the subjert should be considered by this committee. 

As all of you know, our effort is to develop a strong and adequate 
American merchant marine—preferably a privately owned merchant 
marine. Yet we have to concede that our merchant marine is a service 
industry, and as was intended in the 1936 act, if private industry can- 
not or will not provide the required service, then the Government must, 
in the national interest, participate to the necessary extent. 

Continuing charter authority was authorized by the amendments to 
the Merchant Ships Sales Act of 1946. It was my understanding that 
it was to be used only in extraordinary situations. I understood that 
it was a necessary part of our gradual transition from the abnormal 
conditions existing after the war to more normal peacetime conditions. 
This authority was used to good effect in the Korean emergency. 

Six years have passed since the charter authority was enacted in 
Public Law 591. Shipping business has been very good much of 
that time, and operators have had time in which to plan and construct 
new ships. 

Therefore I must be sold on the necessity of spending large amounts 
of Government funds which would be required to breakout, repair, and 
deactivate Government vessels for charter to private operators to be 
used in competition with privately owned American ships. 

I hope in the presentation of this matter the Maritime Administra- 
tion will explain what will be considered as an emergency in breaking 
out ships, some explanation of the costs entailed when ships are broken 
out, and what assurance will be given the Maritime Administration 
that the ships will be operated for a sufficient length of time to repay 
the breakout cost and show some return on the investment in the ship, 
so the first witness this morning will be Mr. Morse. 


STATEMENTS OF CLARENCE G. MORSE, MARITIME ADMINISTRA- 
TOR; LEONARD F. NICHOLS, COMPTROLLER; PAUL A. SULLIVAN, 
CHIEF, OFFICE OF SHIP OPERATIONS; AND ENGENE J. ACKERSON, 
CHIEF, DIVISION OF LEGISLATION, OFFICE OF THE GENERAL 
COUNSEL, MARITIME ADMINISTRATION 


Mr. Morsr. Gentlemen, I have a prepared statement which I believe 
has been circulated to the committee. 

The bill H. R. 10987 would amend section 5 (e) (1) of the Merchant 
Ship Sales Act of 1946, as amended. This section authorizes the 
bareboat charter by the Secretary of Commerce of war-built dry- 

‘argo vessels, after hearing by the Federal Maritime Board, for use 
in service required in the public interest and not adequately served, 
and for which privately owned American-flag vessels are not av ailable 


83110—56——2 





6 VESSEL OPERATIONS REVOLVING FUND 
































































for charter by private operators on reasonable conditions and at 
reasonable rates for such services. 

I want to interpolate at 9 point in respect to your comment, Mr. 
sonner. Section 5 (e) (1) of the 1946 act says in part: 

* * * may be chartered pursuant to this act for bareboat use in any service 
which in the opinion of the Federal Maritime Board is required in the public 
interest and is not adequately served, and for which privately owned American- 
flag vessels are not available for charter by private operators on reasonable 
conditions and at reasonable rates for use in such service. 

That is the test prescribed by the statute under which the Board at 
the present time may charter vessels. 

The bill would amend the section to provide that the vessel opera- 
tions revolving fund—created by the Third Supplemental Appropria- 
tion Act, 19 51 (65 Stat. 52, at 59)—shall be available for ac tivation, 
repair, a deactivation of merchant ships chartered under the juris- 
dliction of the Secretary of Commerce. 

House Joint Resolution 613 would provide that the vessel opera- 
tions revolving fund shall be available beginning July 1, 1956, for 
expenses incurred in connection with the activation, repair, and de- 
activation of merchant ships chartered under the jurisdiction of the 
Secretary of Commerce. In addition, it provides that there be 
credited to such fund all receipts on account of operations after 
July 1, 1956, under charter of Government-owned ships under the 
jur isdiction of the Secretary of Commerce. 

The Third Supplemental Act, 1951, appropriated $20 million for 
working capital for the vessel oper rations revolving fund, which was 
created for carrying out vessel operating functions of the See retary 
of Commerce, inc luding charter, operation, maintenance, repair, re- 
conditioning, and betterment of merchant vessels under the Jurisdic- 
tion of the Secretary of Commerce. All receipts from vessel operat- 
ing activities conducted under said fund were directed to be credited 
to the fund. 

[ will say that the original $20 million has since been repaid to the 
Treasury and even so, we still have approximately $23 million still 
in the fund which is comprised primarily, if not entirely, of charter 
hire received from vessels chartered by the Goveriment. 

The Second Supplemental Appropriation Act, 1956—Public Law 
533, approved May 19, 1956—contains a provision authorizing the 
use of the vessel operations revolving fund for activation, repair, and 
deactivation of merchant ships chartered under the jurisdiction of the 
Secretary of Commerce. 

The Department of Commerce and Related Agencies Appropriation 
Act, 1957—reported to the Senate May 23, 1956, Senate Report 2039— 
includes a provision that the vessel operations revolving fund shall be 
available for activation, repair, and deactivation of merchant ships 
chartered for limited emergency purposes during the fiscal year 1957 
under the jurisdiction of the Secretary of Commerce. 

The provisions in the bill H. R. 10987 and House Joint Resolution 
613 are permanent in operation, and House Joint Resolution 615 spe- 
cifically provides that receipts from the chartering of merchant ships 
by the Secretary of Commerce shall be credited to ‘the revolving fund. 
I will inter polate there to mention that under rulings of the General 
Accounting Office with respect to charter hire received from vessels 
which have been chartered—lI am trying to think of the exact descrip- 
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tion—for use for national-defense purposes only, those charter receipts 
are put back into the revolving fund. 

Charters of vessels for other purposes go directly into the Treasury. 
With regard to the charters of vessels for ‘other purposes, as for 
example “the two passenger vessels that Moore-McCormack is using 
at the present time on a charter basis, the receipts of those charters 
go into the Treasury and not into our revolving fund. 

In other words, receipts that go back into the revolving fund are 
receipts from charters for which the revolving fund initially could 
have been used for activation purposes and also general agency funds. 

Have I made that clear, Mr. Bonner? In other words, we have 
receipts which are of two categories: (1) Receipts from charters of 
vessels whose breakout expenses could have been taken from the re- 
volving fund. The receipts of those vessels come back into the 
revolving fund. 

The Cuarrman. The cost of breakout is taken from the fund? Then 
the receipts go back to the fund; is that correct / 

Mr. Morse. Yes, sir. 

The Cuatrman. In the case of the Moore-McCormack transaction, 
the original breakout went back from receipts to the revolving fund. 
Then the subsequent return goes to the Treasury; is that correct ? 

Mr. Morse. The breakout expense of those vessels did not come 
from the revolving fund. They were chartered before the enactment 
of the legislation which set up the revolving fund and the revenues 
from those charters go into the Treasury and do not go into the 
revolving fund. 

The CHarrmMan. Where is it shown? Do you have a book account 
that shows the earnings of these vessels and the vessels credited with 
the earning even though the money received goes back into the genera! 
fund of the Treasury ¢ 

Mr. Morse. Mr. Nichols, I think, can explain the answer to that 
inquiry, Mr. Bonner. 

The Cuamman. I think it would be informative for the commit- 
tee if we had all of this information as we went along dealing with 
this subject. It would be enlightening to me, at least. 

Mr. Morse. Mr. Nichols is our comptroller. 

The CHarrmMan. Your name ? 

Mr. Nicnors. Leonard F. Nichols. 

There are separate accounts maintained in general. We don’t keep 
an individual account on each ship; it is maintained in our general 
account, broken down so we can break out from the account on any 
particular ship such as the Moore-McCormack ships and the receipts 
that go into the Treasury are maintained in one account. 

Receipts that go into the revolving fund are, of course, maintained 
in the vessel-operating revolving fund account, so they are distin- 
guished in our records. 

The Cuatrman. What I had in mind is this: Will the investment 
the Government has in the passenger vessels that Moore-McCormack 
are operating be recovered through the charter hire that they are 
paying? Do you have it that way / , 

Mr. Nicuots. No, sir. We do not maintain individual accounts 
by ship. We would have to go through the accounts and break out 
the figures where there was a ‘question ‘of how much charter hire, for 
example, was paid on Moore-McCormack on, say, the Argentina. 
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We would have that figure on regular periodic billings, but there 
is not an individual account maintained by ship, as such. We would 
have to break it out from our total. They are recorded in one account. 
The Carman. So much is said always about the cost of this pro- 
gram. There must be some return, then, from the Argentina and the 
other ships that is not shown anywhere, but goes directly in the general 
fund. 

Mr. Nicuors. That is correct. It does not go into the vessel-operat- 
ing revolving fund. 

The Cuairman. How many years have they been operating the 
ship? 

Mr. Nicuoxs. Since the end of the war. 

The Cuaman. After that you have just as much invested in the 
ship as you originally had; have you? 

Mr. Morse. That is right. We do not write off anything for 
depreciation. 

The CHarrmMan. You do not get any credit for what the general 
fund of the Treasury got? 

Mr. Morse. No, sir. 

Mr. Nicnors. That is deposited in miscellaneous receipts. 

The Cuarrman. It would seem well to protect the operation of the 
Maritime Administration to say after 10 years, though this ship is 
not depreciated, yet the Treasury has recovered so muc h from this ship 
and how much investment have we left in the ship ? 

Mr. Nicnors. Any time we have to use statements of that type 
we could make them up. We could get them from the records. The 
record is distinguishing, but as far as any individual ship goes, we 
would have to work it from the total. 

The CHarrMan. Based on the valuation of the ship, how much 
return does the Treasury get? It is a Treasury investment. How 
much return do you get? Based on the value of the ship, what 
percentage ? 

Mr. Morse. We will have to supply that information to you. 

The CuHatrMan. Five percent, 6 percent, 3 percent, or what ? 

Mr. Morse. I wouldn’t want to hazard a guess, Mr. Bonner. We 
will supply it for the record. 

The Cuatman. I think the record some time should show what 
the business management is. So much criticism is given to this 
oper ation. 

(The information to be supplied follows :) 

The steamship Argentina was delivered under charter to Moore-McCormack 
on December 31, 1947, and the charter hire revenue collected through December 
81, 1955, amounted to $1,752,855.89. However, this ship is carried in the books 
of account of the Maritime Administration at its residual value only since it 
is substantially more than 20 years old, having been constructed in 1929, and, 
therefore would not serve to illustrate the point the chairman had in mind. The 
point, however, may be illustrated by the steamship Contest which has been under 
charter to the Pacific Far East Lines since April 27, 1947. This ship is carried 
in the books of account at its domestic war cost of $4, 464,998. The basic charter 
hire revenue through December 31, 1955, amounted to oes 149.98 or approxi- 
mately 50 percent of the cost of the ship (approximately 5%, percent per year). 
In addition, additional charter hire revenue in the leven amount of $9,961, 
129.53 has been collected from Pacific Far East Lines for the years 1947 through 
1954 (none payable for year 1955) in connection with the steamship Contest and 
all other ships chartered by the company under contract MCc—41811. 


en 


sate 





VESSEL OPERATIONS REVOLVING FUND 9 


Mr. Auten. Mr. Chairman? 

The CuHarrMan. Yes. 

Mr. Atiten. Mr. Morse, if you should have a situation now under 
which, for example, 10 ships were to be taken from the laid-up fleet for 
use in some private operation which you should find under the law 
would justify the charter to private operators, would the cost of 
breaking out those ships come out of the revolving fund now, or would 
they have to be subject to appropriation ¢ 

Mr. Morse. If it is a breakout for carrying Government- sponsored 
cargo, it would come out of the revolving fund. That was the situa- 
tion existing up until the adoption of the 1956 supplemental. 

It is my understanding, but I believe we have not yet checked it out 
with GAO, that for the balance of this fiscal year we can use the 
revolving fund for the purpose of breakout expenses of vessels which 
we can charter under the 1946 act, which means that it is not limited 
to Government-sponsored cargoes. 

The Cuarrman. Up until July 1 of 1956 % 

Mr. Morse. Yes, sir. 

The CuarrmMan. How niany have you broken out since you got that 
supplemental ¢ 

Mr. Morse. None. 

Mr. Auten. If you did break some out and received charter hire, 
would that charter hire on such ships go into the revolving fund under 
existing law, or into the Treasury ? 

Mr. Morse. It is my understanding it would go—assuming we can 
use the funds for the breakout expense, the charter hire would go back 
into the revolving fund. 

Mr. Auten. If House Joint Resolution 613 were enacted, would the 
situation then be that you could break out whatever ships were prop- 
erly broken out and charge the breakout expense to the revolving fund, 
and would it then be that any ship so broken out and chartered would 
produce a charter hire that would go into the revolving fund ? 

Mr. Morse. That is my underst: anding of the effect of House Joint 
Resolution 613. Fundamentally, the reason that we are in favor of 
613 is that it eases our accounting problems. The way it is now, we 
have to distinguish every time we get a receipt whether it is a receipt 
which may properly go into the revolving fund, or whether it is a 
receipt which must go directly to the Treasury. That is funda- 
mentally the reason for our interest in 613. 

Mr. Joun M. Drewry (chief counsel). Mr. Morse, how do you dis- 
tinguish between Government-sponsored cargoes? I mean, when it 
is for breakout for the purpose of Government-sponsored cargoes / 

Suppose a ship is broken out for a year and perhaps because of the 
need for military cargoes at a given time, and yet by the time the year 
is over, maybe the bulk of the eargo that h: id been carried in that 
ship would have been straight commercial cargo. 

Is that part of your problem here? How do you decide when you 
are breaking out ¢ 

Mr. Morse. It is the need existing at the time the charter is orig- 
inally executed that determines whether it is GGovernment-sponsored 
cargo charter or whether it is a purely private charter 

Mr. Drewry. Then you are supposed to have an annual review. At 
the time of your annual review, do you take into account the situa- 
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tion prevailing then as to how much of it is Government cargo and 
how much of it is commercial ? 

Mr. Morsr. We again review the situation under the identical test 
which is applicable at the inception of the charter to determine 
whether the charter should be terminated or whether it may be 
extended. 

Mr. Drewry. You might determine that the charter should be ex- 
tended, and yet find that the charter hire would not go into the 
revolving fund? Isn’t that possible? 

Mr. Morse. It is my understanding that the test of whether it goes 
into the revolving fund or not, the receipts, turns on the purpose for 
which the vessel was initially chartered and it carries on as long as the 
charter continues. 

The Cuarmman. In other words, then, if it was initially chartered 
for emergency Government-initiated cargoes, and then conditions 
changed and it carried general commerci ial car goes, there wouldn’t be 
any ¢c she ange in the ch: arter ing of the vessel ? 

Mr. Morse. That is my understanding ; yes, sir. 

The Cuarrman. You charter a vessel fora year ? 

Mr. Morse. The statute says that no charter may be made beyond a 
year which may not be reviewed at the end of each yearly period. I 
haven't looked at the statute for some time. We can charter for more 
than 1 year, but the statute requires that there be an annual review 
to determine whether the charter may or may not be continued. 

The CHatrman. It costs you how much to break the ship out, to 
activate and deactivate ? 

Mr. Morse. Depending on the condition of the ship, it will average 
between $150,000 and $200,000 each. 

The Cuatrrman. Each? 

Mr. Morse. Each Liberty ship. 

The CuarrMan. In activating and deactivating ? 

Mr. Morse. No. The deactivating would cost in the neighborhood 
of $25,000. 

The Cuaman. So it would cost approximately $175,000? 

Mr. Morsez. Yes, sir. 

The Cuarrman. Then the charter for a year would be how much? 

Mr. Morse. The basic, the minimum charter rate is about $6,800 per 
month. That is the statutory minimum, which is 15 percent of the 
floor price. 

The Cuatrman. You wouldn’t get back, then, the cost of activating 
and deactivating, would you ? 

Mr. Morse. Assuming the minimum charter hire rate was applied, 
you would not. 

The CHarrman. You don’t have any guaranty, then, at all, any 
assurance, that you are going to get back the cost of activating and 
deactiv ating ? 

Mr. Morse. There are two tests on that. If the national emergency 
requires the breakout, and 15 percent is the basis on which the charter 
is made, then the breakout expenses would not be returned. 

Under today’s conditions, it would be my view that we should charge 
more than 15-percent minimum if a breakout is allowed. 

The CHarrman. Shouldn’t there be an amount charged such as to 


pay for the activation or deactivation, and then a fair return on the 
value of the ship? 
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Mr. Morse. Yes, and no, Mr. Bonner. It seems to me that has two 
implications. 

The Cuatrman. Then there wouldn’t be so much breaking out and 
putting back if it were put right on a business proposition. 

Mr. Morse. There has not been a lot of breaking out and putting 
back, Mr. Bonner, to begin with. Let me say to begin with, I am not 
anti-industry. I think my appearances before the committee have 
indicated that in the past, and certainly as far as my thinking is con- 
cerned, we should not charter vessels to private operators to enable the 
operators to make a substantial profit and the Government be holding 
the bag on these ordinary commercial situations. 

I think the Government should charge the maximum amount of 
charter hire which the traffic will bear, and I feel in breaking out these 
vessels in nonemergency situations, we should do so only on the basis 
that we are operating on sound, prudent, business judgment, that we 
shouldn’t be spending a lot of the Government’s money for the purpose 
of breaking out vessels and let somebody else get all the cream. 

The other side of that, though, is that when these vessels are put 
back into the laid-up fleet, they are in substantially better physical 
condition than they were at the time of the breakout, because no small 
part of this breakout expense is for repairing structural damage and 
machinery damage, and things of that sort, so that the vessels are better 
ships when they are laid up than they were when they were broken 
out. 

The other side of the coin, it seems to me, is that if the vessels are 
broken out for national-emergency purposes, whether the Government 
gets its $175,000 back or not is immaterial. 

The Cuarrman. What do you call national-emergency purposes? 

Mr. Morse. I suppose these Government-sponsored cargoes. I as- 
sume the Government is 

The Cuarrman. Is that a national emergency ? 

Mr. Morse. I would term it as such, yes sir. They are either mili- 
tary cargoes or they are aid cargoes of some sort. 

The CHarmman. I understand military cargo, but all Government 
sponsored or initiated cargo is not national-defense cargo. 

Mr. Morse. No; no. 

The CuHatrman. I understand the military part. However, these 
commercially sponsored cargoes you don’t consider 
Mr. Morss. Certainly not the commercial cargo. 

The Cuarrman. Mr. Allen? 

Mr. Auxen. I would like to clear up a little lack of understanding 
on terminology. When you activate a ship, does that mean that you 
take a ship that is in the condition which you find it, whether it is 
recently used or whether it is a ship that was last used in World War II 
and bring it up to an operating condition ? 

Mr. Morse. Yes, sir; correct. 

Mr. Auten. When you deactivate, does that mean that you put it 
back for a period, an indefinite period, to stay in the laid-up fleet 
under that condition for an indefinite time ? 

Mr. Morse. Wher we deactivate, it includes stripping and putting 
in preservatives for more or less indefinite lay-up. 

Mr. Auten. Is there a procedure that is in between active and de- 
activated condition where you put a ship in and tie it up with the 
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expectation of using it again, in which you just keep it in a non- 
operating status of some kind ¢ 

Mr. Morse. Mr. Sullivan reminds me that we had 18 V ictory ships 
that were used last year in the Dewline operation by MSTS, or in 
connection with the Dewline operation, which were laid up on a semi- 
inactive status contemplating that they would be broken out again 
this summer for further use by MSTS 

The Cuatrman. How long did they use them last summer? 

Mr. Morse. Three or four months. 

The CHarrMan. Suppose we wrote a provision in this that MSTS 
would pay for their own activation and deactivation. How would 
that suit you? 

Mr. Morse. Mr. Sullivan knows the answers on that, Mr. Bonner. 

Mr. Suutivan. In the particular case, the MSTS reimbursed us for 
the cost. Ships are made available to them on a reimbursable basis. 

Mr. Morse. Getting back to your question, Mr. Allen, the instances 
where ships are in this so-called in-between status, between activation 
and deactivation, are very few. The 18 that Mr. Sullivan mentioned 
and a number of C1-M—AV1’s that were used in connection with that 
same operation, but those are about the only ones we have in that 
hybrid status. 

Mr. Aten. When you put a laid-up vessel in that in-between cate- 
gory back into service, is the cost of activation anything like the origi- 
nal cost of activation ¢ 

Mr. Sutiivan. It is much less, because it does not involve removal 
of preservatives and demothballing, you might say, and they are in 
better condition because they came out of active service and were in 
good condition when they came out of the active service. 

Mr. Atten. What does it cost, on an average, to bring one back into 
an active service from this partially laid-up status / 

Mr. Sutuivan. We have estimates ranging from $25,000 to $35,000 
per ship. 

Mr. Atiten. Then is it true in these commercial transactions an 
operator would endeavor to find ships that were in this ready condi- 
tion rather than one that had to be broken out ¢ 

Mr. Morse. Yes. If he was paying the breakout expenses, he would 
do so and if he wanted the ship quickly, he would do so. That is the 
case of the 7 Victories that we chartered to Pacific Far East Line 6 
weeks or 2 months ago for carrying ore from Stockton to Japan. 
These seven Victories were some of the laid- -up Victories which MSTS 
was planning to again put into use in the Dewline operation in 1956. 

Mr. Auten. In a situation such as that, how do you fix your charter 
hire? Without going into the figures, what do you endeavor to re- 
cover through the ¢ harter hire ? 

Mr. Morse. In that instance, the charterer paid the breakout expense 
and if there was a lay-up expense; in other words, if the vessels were 
Fox back into the laid-up fleet instead of being taken immediately 
vy MSTS at the end of a voyage, if it was to be put back in the laid-up 
fleet, they also had to pay the deactivation expense. 

The basic ch: meat hire was 15 percent, which includes 5 percent for 
depreciation, 314 percent interest on our investment, and 614 percent 
which covers, I assume, the Government’s profit in the vessel itself 
for the use of the vessel. 
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That aggregates 15 percent. We charge that plus an additional 
2 percent. The reason for charging the additional 2 percent was 
that we computed that the operator would make a profit on this 
operation. As Maritime Administrator, I thought that the use of 
the vessels was required primarily for the benefit of the commerce of 
the United States and that the operator, by reason of a number of 
circumstances, had failed to cover his commitments, and while we 
broke the ships out in order to keep the cargo moving, we broke them 
out on a basis that any profit would be recaptured by adding on the 2 
percent, making an aggregate of 17 percent charter hire. 

In other words, we wanted the profit on the venture, if any, to come 
to the Government rather than to the operator. 

The CuarrMan. In this case, was it more advantageous to that 
operator in that transaction than it would be to another operator 
going into the fleet and breaking out ships and putting them in a 
similar operation ? 

Mr. Morse. I don’t know just how to answer that, Mr. Bonner. 
That operator paid for the break-out expenses. 

The CHartrmMan. He paid just as much as if he had gone in the 
fleet, did he? 

Mr. Morse. Excepting that the vessels were in reasonably good 
condition to begin with. He handpicked those particular vessels know- 
ing that they were in good condition, so that his break-out expenses 
were in the neighborhood of $25,000, $30,000, or $35,000 per vessel. 

In part, there was a matter of timing, getting the cargo moved, and 
that was one of the reasons that the Maritime Board approved the 
chartering of those particular vessels. You may have heard that the 
land on which much of this ore was being stored in the port of Stock- 
ton was subsiding. 

The undersoil was giving away and the whole stockpile of ore 
was going into the river, and it was causing a very hazardous situation 
to the port, and that, again, was another reason for the board approv- 
ing the charter, so that the ore could be moved as expeditiously as 
possible. 

The CuarrmAn. These ships would have had to have been deacti- 
vated had not they been chartered ? 

Mr. Morse. They were in laid-up status in the fleet at the time. 

The Cuatrman. All right, sir. Go ahead. 

Mr. Morse. Returning now to my statement, in recent months the 
demand for tonnage to move foreign and domestic commerce of the 
United States, including cargoes under various governmental agency 
programs, has caused such an increase in rates that offers received 
from private owners for the use of their vessels are in excess of rates 
deemed to be fair and reasonable. 

Early in April a meeting of representatives of various agencies 
of the United States with representatives of the Maritime Adminis- 
tration was held. Representatives of principal shipping agencies, 
including the Department of Agriculture, the International Coopera- 
tion Administration, General Services Administration, and Military 
Sea Transportation Service, emphasized the difficulties encountered 
in obtaining United States flag ships at fair and reasonable rates, 
and further reported that foreign-flag operators were offering ships 
at greatly increased rates, at times in excess of rates considered by 
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the Maritime Administration and Government agencies to be fair 
and reasonable for United States ships. 

Applications for charter of substantial numbers of Government 
ships, especially the Victory-type, have been received from private 
companies. One application has been for use in the intercoastal trade 
and another has been for use in the operator’s regular liner service. 

It appears that the need for the latter is in part necessitated by 
shortage of space for movement of surplus agriculture commodities, 
such as cotton, grain and grain products. Inquiries and requests 
concerning allocation of tonnage for needs for Military Sea Trans- 
portation Service and International Cooperation Administration are 
pending. 

It may be that forward commitments are not sufficiently firm to 
enable Government shipping agencies to program shipments over 
periods long enough to warrant employment of ships for sufficient time 
to amortize the cost of breakout and reconditioning of vessels in addi- 
tion to the cost of operation. 

In view of the present market conditions and their impact on the 
movement of Government-sponsored cargoes, as well as on the ocean 
transportation of foreign and domestic commerce of the United States, 
the vessel operations revolving fund should be available to pay ex- 
penses incurred in the breakout, reconditioning, and lay-up of i sel 
ment vessels for chartering purposes in cases where the required find- 
ings as to need can be made niles existing law and circumstances. 

Government-sponsored programs, such as International Coopera- 
tion Administration and the Agriculture Department programs, may 
require tonnage in excess of United States-flag privately owned ship- 
ping currently available. Freight rates have recently increased 
markedly. 

It may be found that the orderly release of Government ships under 
bareboat charter would serve to stabilize the market and at the same 
time have less adverse effect on private owners than Government 
general agency operation. 

The breakout of limited numbers of Government vessels for opera- 
tion under private charter will have a monetary advantage to the 
Government in that the receipts from charter hire would be credited 
against the cost of the breakout and lay-up of vessels. 

The basic chartering powers of the Department of Commerce, Mari- 
time Administration, and the Federal Maritime Board, under the 
Merchant Marine Act, 1920 (sec. 7), the Merchant Marine Act, 1936 
(title VII), and the Merchant Ship Sales Act of 1946 (sec. 5), are not 
dependent on the existence of emergency or defense requirements. 

These powers, however, can be exercised only subject to findings and 
determinations as to necessity and essentiality of the employment of 
Government-owned vessels to meet needs not being met by existing 
United States-flag lines or ships privately owned and operated by 
citizens of the United States. 

Under the 1950 amendments to the Merchant Ship Sales Act of 1946, 
Congress provided that Government war-built vessels may be char- 
tered for bareboat use in any service which, as certified to the Secre- 
tary of Commerce by the Federal Maritime Board after opportunity 
for public hearing, (1) is required in the public interest; (2) is not 
adequately serviced; and (3) for which privately owned American- 
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flag vessels are not available for charter by private operators on 
reasonable conditions and at reasonable rates for use of such service. 

The Secretary of Commerce may include in the charters such condi- 
tions as the Board determines to be necessary or appropriate to pro- 
tect the public interest and to protect priv ately owned vessels against 
competition. 

Incidentally, referring back to the movement of that iron ore, the 
charter specified that the vessels could be used only for the purpose of 
transporting iron ore westbound and had to be returned in ballast. 

Under the Merchant Marine Acts, 1920 and 1936, Government- 
owned vessels—except war-built vessels subject to section 5 of the 
1946 act—may be chartered after public invitations for bids, with op- 
portunity to every interested party to bid or present his objections 
to the proposed charter. Minimum rates of charter hire are specified 
and pe terms and conditions are imposed as necessary or appro- 
priate to protect the public interest, and to protect privately owned 
vessels against competition from the chartered vessels. 

With reference to payment of costs of activating and making ready 
Government-owned vessels for operation under charter, the customary 
trade practice is to deliver the vessel for chartering in class and ready 
for operation. 

In this way, rates can be fixed on the basis of similar vessels for simi- 
lar use. Title VII of the 1936 act specifically requires that the vessels 
be chartered subject to all usual conditions contained in bareboat 
charters. Minimum rates for basic charter hire in the 1946 act—also 
in section 714 of the 1936 act—are based on sales prices of the ships, 
which are, in turn, based on delivery in class. As in chartering be- 
tween private parties, the owner of the vessel—that is, the Govern- 
ment—benefits from the work of placing vessels in class and operating 
condition. 

Obviously, the requirement that chartering be subject to such condi- 
tions as are necessary or appropriate to protect the public interest in- 
volves chartering on comparable conditions and at rates for similar 
vessels for similar use. 

The use of the fund, as proposed, will secure better performance of 
the chartering authority under section 5 (e) of the Merchant Ship 
Sales Act of 1946, as amended. If applicants for charter are re- 
quired to assume breakout, reconditioning, and lay-up costs, in addi- 
tion to the prescribed statutory rate, it is believed that the Adminis- 
tration may be prevented from chartering vessels in circumstances 
which meet the purpose of section 5 (e). 

If the applicants for charter : assumed the breakout costs in addition 
to the statutory rate, the freight rate could be raised to a point re- 
garded as unfair and unreasonable. 

It is our view that House Joint Resolution 613 is preferable to the 
bill H. R. 10987, particularly because it provides that chartering re- 
ceipts shall be credited to the revolving fund, which is in accord ‘with 
the original concept of the fund. 

We recommend enactment of House Joint Resolution 613 

The CHatrMan. Just what connection does the transfer 
foreign last year have to the situation that exists today ? 

Mr. Morse. I would say relatively little because the same number of 
ships are in operation now w hether they were under American flag or 
under foreign flag. 
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The Cuatrman. Mr. Allen? 

Mr. Auten. Referring to page 4 of the statement, the first para- 
graph, indicating application has been made for use on an operator’s 
regular liner service, I am curious to know what options an operator 
has under those circumstances if he finds that he has not sufficient 
space in his regularly scheduled ships to move the cargo. Can he hold 
it standing by for future sailings, or must he charter other ships, or 
must he release it to other American operators or to foreign operators ? 

Mr. Morse. Ordinarily, I think the commercial requirements would 
be that the cargo move at a certain period of time, the month of May 
or the month of June or the month of July, and if a given operator was 
unable to carry that cargo in addition to the other commitments he 
has, presumably it would go on another America-flag vessel if another 
American-flag vessel was available, or else it would go foreign flag, 
assuming space was available on foreign flag. 

Obviously, if the particular operator’s fleet was insufficient in size, 
his only alternative, if he is a subsidized operator, would be to en- 
deavor to charter other American-flag vessels for the purpose. 

If he was a nonsubsidized operator, he would be free to charter for- 
eign-flag vessels if any were available. 

Mr. Auten. I have heard the statement made—I believe I can re- 
state the facts—that if a time comes when the American operator is 
moving about all he can, or if there are bulk cargoes available which 
his operation doesn’t permit him to take, with the advance of a for- 
eign-flag operation into the territory covered by a berth operator, he 
is forced to take the bulk cargoes and then to add on commercial car- 
goes in addition to the bulk, and ultimately end up in a berth service. 

Do you know if there is that sort of a condition developing in any 
of the services? 

Mr. Morse. I don’t know of any offhand. At the present time, Mr. 
Allen, I would be inclined to doubt that that situation exists today 
because there is such a demand worldwide for vessels that all Ameri- 
can-flag vessels, as well as all foreign-flag vessels, are being fully 
utilized without trying to work into a particular trade, but I think it is 
unquestionably the fact that if a foreign-flag operator, a liner oper- 
ator, can once get his foot in the door, the normal tendency will be for 
him to endeavor to maintain a regular service, and once being estab- 
lished, he would obviously begin to get some general cargo and if he 
provides a good service, would cause greater foreign-flag competition 
to that particular American-flag operator. 

[ think that would be the normal tendency. 

Mr. Auten. Does that anticipated possibility lead you to give any 
consideration to a more liberal use of the ships in the laid-up fleet in 
order to eliminate any condition under which the American operator 
would have to meet the competition of such foreign operator ? 

Mr. Morse. In times when other American-flag vessels are available 
for charter at fair and reasonable rates, I think that the particular 
operator should confine his chartering operations to private-flag 
vessels, 

Mr. Atten. However, if American-flag operators were not avail- 
able, would there be a difference then ? 

Mr. Morse. Then I think the 1946 act definition comes into play : 

If it is required in the public interest and is not adequately served, and for 
which privately owned American-flag vessels are not available for charter by 
private operators on reasonable conditions and at reasonable rates * * * 
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Mr. AuLen. One other type of question. I am curious to know 
whether the cargoes that become available—I am thinking particularly 
of this Stockton ore movement—are generated in part by the activities 
of the shipping operators, or are they cargoes which would have ap- 
peared at that port in any event ? 

And the second question that is going to follow, if the answer is what 
I think it is, do you give any preference to the operators who generate 
the cargoes as against those who do not participate in generating ? 

Mr. Morse. I can answer that last one more readily. In that par- 
ticular activity, no other operator requested leave to charter a vessel or 
vessels tocarry thatore. That ore was contracted for at a rate of $8.75, 
which according to the testimony of the applicant was on a liner-service 
basis, which would enable them to do a little bit better than break 
even, but the so-called tramp operators were uninterested in carrying 
that cargo at that rate because it was in the neighborhood of $15,000 
to $20,000 less per month than they were able to get in the open market, 
so the answer to the second question is it was unnecessary for the 
Board to allocate as between various applicants which ones would get 
the charters for that particular activity. 

There was only one applicant. That particular ore cargo was mov- 
ing to Japan. Prior to the war Japan got all of its ore from Man- 
churia, or the Philippines, the Asian Continent. Since the war, they 
have gotten not oats ore, but also coal from the United States, and 
this particular operator was endeavoring to encourage the movement 
of this ore so that they would have a continuing movement. 

Not only this operator, but also other American-flag operators were 
carrying ore at this same rate, which was $8.75 a ton, and I think it 
is to the credit of the American-flag operators that they were doing 
their best to encourage the movement ‘of this car go. 

Whether the Board would favor an operator who had stimulated 
the trade as distinguished from operators who had not, I think, speak- 
ing for myself— I can’t speak for the other members of the Board—I 
would be inclined to say no, because the statute spells out the tests that 
we are to use in determining whether a charter should be made. 

It doesn’t say that we are to favor a particularly aggressive operator 
or someone who is not aggressive. 

Mr. ALLEN. One other type of question. The revolving fund does 
accumulate at $23 million, I believe. Is that substantially because 
when the ships are laid up they are depreciating without revenue, but 
when they are operating the income to the Government includes both 
depreciation and interest on the investment, which probably produces 
most of the $23 million surplus ? 

Mr. Morse. It is the fact that when the vessels are laid up, no depre- 
ciation is charged on our books. The charter hire includes the item 
of 5 percent for depreciation during the charter period, plus 3% per- 
cent on the floor price of the vessel, plus an additional 614 percent. 

Just what it is intended to cover, I don’t know, but the floor rate, 
except in unusual circumstances, is 15 percent of the floor price of the 
vessel, so that during the time that a charter exists, the cad 
does collect not only the 5 percent depreciation, but also 314 percent on 
the investment, plus this additional 614 percent, aggregating a mini- 
mum of 15 percent. 


Mr. Auten. Thank you, Mr. Chairman. 











































18 VESSEL OPERATIONS REVOLVING FUND 


Mr. Morse. To the extent that activation and deactivation has been 
paid for out of this revolving fund, the $23 million is still a net figure. 

The Cuarrman. Mr. Tumulty ? 

Mr. Tumutty. I have no questions, 

The CHarman. Mr. Pelly. 

Mr. Petty. Mr. Morse, I got lost there at that point in your testi- 
mony when you were explaining what you could and could not charge 
to this revolving fund. As I understand it, if the purpose for which 
a vessel was to be broken out was for Government-financed cargo, you 
can charge the cost of breakout to the revolving fund ? 

Mr. Morse. Certainly, where it is military cargo, we can do so. Let 
me doublecheck. 

It is my understanding that if the charters are restricted to the 
carrying of Government-sponsored cargoes, we can utilize the re- 
volving fund for the breakout and deactivation expenses. 

Mr. Petty. That would include, for example, surplus wheat sold 
for soft currencies in Pakistan or any cargo like that ? 

Mr. Morse. Yes, sir. I would like to supply for the record a 
position of our General Counsel on that particular question so that the 
accurate answer is given to you. 

(The material referred to follows :) 


(Nore.—The enactment of H. J. Res. 613 (Public Law 890) made 
this question academic inasmuch as Public Law 890 covers all charters 
after July 1, 1956.) 


Mr. Petty. Then if you are going to incur some expense in break- 
ing out for some purpose other than military or Government-spon- 
sored cargo, who pays that cost ? 

Mr. Morse. That would now be borne by the charterer. 

Mr. Petry. Under House Joint Resolution 613, you would have, 
as I understand, then, authority to charge in the latter case the expense 
to this revolving fund and then reimburse the fund from the returns 
from the charter ? 

Mr. Morse. Yes, sir. 

Mr. Petty. To the Government. In other words, this gives you 
more flexibility in dealing with private charterers ? 

Mr. Morse. That is correct. Our feeling is that if the circum- 
stances are of such a nature that the Board would recommend grant- 
ing a charter, we should have the funds available so that the breakout 
expenses could be made available so that the vessel is in class at the 
inception of the charter. 

Now, the offsetting answer, it seems to me, is that except in emer- 
gency situations where the market would not permit a sufficiently high 
rate to reimburse the Government for its breakout expenses, normally 
we should set the charter rate sufficiently high so the Government will 
be substantially or fully repaid for the breakout expenses. 

Mr. Petxy. I thought that that was rather implied. In other words, 
it led to my next question, that actually this is more a matter of book- 
keeping as far as the cost of the Federal Government is concerned. 
Is that not so? 

Mr. Morse. No; it isn’t entirely a matter of bookkeeping. It seems 
to me a very practical matter. If I were a private operator and I had 
a ship I wanted to charter, and I knew it was going to cost me $100,000 
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to put it in class over the period of the charter, I would want to get 
that $100,000 back, plus a fair return on my investment. 

At the end of that charter, I would have a vessel which was in 
better condition, presumably, less ordinary wear and tear, than it was 
at the inception of the charter, and that is the situation which con- 
fronts us in establishing a rate under the present situation. 

You must bear in mind, though, that the Government will be having 
a vessel in better physical condition at the completion of the charter 
than it is at the inception of the charter, and whether in fixing the 
charter rate some allowance should be made for that factor against this 
$150,000 or $175,000 of breakout expense is a matter which I think I 
would like the views of the committee, as a matter of fact. 

The Cuatrman. What was that last comment? 

Mr. Morse. Assume you have a vessel, Mr. Bonner, which in its 
laid-up status needs $150,000 of repair work to put the vessel in 
class. Are we when we are to make a charter to be assured that we 
are to recoup that full $150,000 at the expense of the charterer, or are 
we to recoup the full $150,000 less some credit by reason of the fact 
that the Government at the end of the charter has a vessel in class 
whereas at the inception of the charter the vessel was not in class. 

It seems to me it is a practical question, whether we are to charge the 
charterer over the period of the charter the full cost of putting the 
vessel in class, because obviously the Government benefits. 

Mr. Pexiy. Actually, if you are going to charter a vessel at, say, 
$6,800 a month, or maybe $85,000 a year, and it costs $100,000 to 
break out, you are not going to make much money if you pay the 
$150,000 to break out and only charter it for 1 year. 

Mr. Morsg. No, obviously, but then you get down to the question: 
Are we going to charge them $184,000 for the year, assuming the mar- 
ket will bear that, or are we going to charge them something in 
between $184,000 and $84,000 ? 

Mr. Petty. Wouldn’t it depend on how long, as an average, you 
charter these ships as to what the policy would be? After all, this 
would be certainly a very substantial subsidy to a private operator 
for private cargo if he could obtain a vessel for less than the cost 
of breaking it out. 

Mr. Morse. I agree with you completely, assuming this is purely 
a commercial charter now we are talking about. I agree with you 
completely, but assuming you are the owner of a vessel which has re- 
pairs required of $100,000 and you charter it for a year, assuming 
$84,000 would be a fair charter hire, if you can get $184,000 at the 
end of the year, you have gotten a substantially improved vessel 
over what you had at the beginning of the charter. 

Now, my question is: Is the Government to get a vessel in condi- 
tion at the end of one year without any credit to the charterer, or 
are the Government and the charterer to share in effect that improved 
condition of the vessel ? 

Mr. Peuuy. I think it is quite an assumption to assume you are 
going to have a better vessel at the end of the year than the one 
which you broke out. 

Mr. Morse. I don’t think it is an assumption at all, because the 
vessel is not in class to begin with. Substantially all of the breakout 
expenses are for the purpose of putting the vessel in class. 
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Mr. Petty. Then, in turn, though, after 1 year’s operation cer- 
tainly some of that $150,000 worth is absorbed in the condition of 
the vessel at the end of the service. 

Mr. Morse. No; I don’t think so, because they are obligated under 
the charter to return the vessel in class. 

Mr. Petry. I think this is an interesting point in our testimony as 
far as this particular legislation is concerned. Have you taken this 
up with the Bureau of the Budget, for example? 

Mr. Morse. No, sir. 

Mr. Petty. Would you normally do that on legislation of this 
character that might cost the Treasury some money ? 

Mr. Morse. It seems to me there are several answers. The state- 
ment itself was cleared through the Bureau of the Budget. Secondly, 
we aren’t asking for an appropriation. Thirdly, it seems to me it is 
more a matter of sound business judgment on the agency that is ad- 
ministering this program whether all or only part of the breakout 
expenses are recaptured by the Government. 

For example, if instead of chartering the vessel to a private 
operator we dctetittahd it is more to the advantage of the Government 
to operate the vessel on a general agency basis, the Government absorbs 
the entire breakout cost without any return from charter hire. 

What we are doing is materially improving the position insofar 
as the Government is concerned where we collect charter and, in 
addition, endeavor to collect part, if not all, of the breakout expense. 

Mr. Petiy. Also, you would be in effect increasing the supply of 
vessels available for carrying cargoes and, in turn, tending to reduce 
the freight costs and possibly the foreign-flag costs to the shipper, is 
that not so¢ 

Mr. Morse. Whether the vessels are broken out for general agency 
operation or for private operation, the effect is the same. Assuming 
there is a given quantity of cargo to be moved, either type operation 
will have substantially the same net result on the charter market, it 
seems to me. 

Putting it the other way around, putting it affirmatively, I think 
the legislation is clear that the chartering authority should not be 
used for the purpose of injuring the private operator. Just like 
the sale authority was frozen so that the people who had invested in 
ships would have their investment protected. 

Mr. Petty. What is the situation now on transferring foreign ? 

Mr. Morse. We are continuing to transfer foreign—we are talking 
about Libertys, I assume—a few Libertys only against their obligating 
themselves either for new construction of for modernization of exist- 
ing vessels. 

In the last 6 months or a year I don’t think any Libertys have been 
transferred, but we have issued letters authorizing the transfer of, I 
am sure, the number is less than 6, conditioned on modernization or 
jumbo-izing existing vessels. 

Mr. Petry. That is all, Mr. Chairman. 

The CHatrMan. This question originally arose before the Appro- 
priations Committee, did it? 

Mr. Morse. Yes, Mr. Bonner. 

The Crarman. How did it happen to go to the Appropriations 
Committee? This is legislation on the floor of the House. Remember, 
I raised the point that this was legislation and it should come before 
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this committee. This committee has been here all year prepared to 
hear Martime Administration matters. 

How did it happen to be brought up in the Appropriations Com- 
mittee ? 

The Cuarrman., I have not read the hearing. It would be interest- 
ing to me and to the committee to know just why this matter was 
brought up in an appropriations bill and not in the proper legislative 
committee. 

Mr. Morse. I do not think I can answer the question as to the 
1956 supplemental. We did include in our 1957 appropriation re- 
quest a request for language authorization to use the revolving fund 
for this purpose. 

The Cuatrman. Well, now, just why / 

This committee has been sitting here ready to do business any time. 
Why would a Government agency go to an Appropriations Committee 
to get legislation instead of coming to the proper legislative commit- 
tee, because I am very frank with you, I have talked with Mr. Allen 
and members on my left and members on my right and we are willing 
to give time and we are not going to, if we can help it, see any more 
legislation in appropriations bills. 

I just want to know why it was brought up in an appropriation 
bill. 

Mr. Morse. Mr. Ackerson may be able to answer the question 
on the 1957. 

The Cuarrman. It is a fair question. 

Mr. Morse. Certainly it is a fair question. 

The CuarrmMan. It is a proper question for this committee to 
develop 

Mr. Morse. Mr. Bonner, we may not always agree with you on what 
is an appropriation and what is legislation. 

The CuarrmMan. I can tell you what it is. When I see it I know it. 

Mr. Morsr. Perhaps Mr. Ackerson can answer the question on the 
1957 language. 

Mr. Ackerson. All I can say on that point, Mr. Bonner, is that this 
extension of the revolving fund, or modification of the revolving fund, 
which was enacted back in 1951 establishing the vessel revolving fund 
for the purposes of operation of vessels under the jurisdiction of the 
Secretary of Commerce. That was in an appropriation act. 

The Cuairman. I do not care anything about the past; that is over. 
The past is gone. 

Mr. Ackrrson. W ell, that is the background of why this particular 
piece of legislation, w hich was considered to be a question of modifying 
an appropriation provision, that is, the establishment of a revolving 
fund. 

The CuarrMan. Well, you just as well find out right now and under- 
stand right now. There is going to be none of that kind of business 
as long as we have Mr. Allen and myself and some others around here. 

So that is the reason. There was no other reason that motivated 
your coming before the Appropriations Committee ? 

Mr. Acxerson. I believe not, sir. It was a natural development. 

The Cuarrman. If this sitaution was so ac ute, why was not this 
committee made aware of it? 

Mr. Acxerson. As to that, I do not know. 
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The CuarrmMan. What about that, Mr. Morse? 
Mr. Morse. My understanding is that the only problem we have had 
so far in the use of this revolving fund has originated from a ruling 
of the General Accounting Offices as to the types of instances when we 
could use the fund, not as to its availability. So that we were merely 
trying to have the Appropriations Committee use language which was 
more flexible and as a result of which the General Accounting Office 
would not restrict the use of the funds to a particular limited activity. 

It is not a question of trying to bypass this committee, Mr. Bonner ; 
it is just a matter that we had assumed a simple change in the appro- 
priation language. 

The Cuarrman. We have been trying to maintain a fleet. There is 
something here that necessarily interests this committee with respect 
to that, just how far this operation would go, just how much pressure 
would be put on your heen, and of course I realize the fact that there 
is a lot of pressure put on your board to do this, that and the other. 

That is why, in this hearing, I want to get down to the fact where 
it will be perfectly clear what you are going to do and so that interested 
parties can refer to it and use it as testimony in the hearings before 
your Board. It is no desire on the part of this committee, any mem- 
ber of it, to take away your jurisdiction, your administrative operation, 
but we are going to try to protect you up on the Hill. We want to 
know what is going on. 

So how much will this affect the tramp fleet, if we might say ? 

Mr. Morse. I have not been shown any forward requirements of any 
of the agencies in the Government, either ICA or MSTS, or the other 
agencies, so we on the board do not know today how many vessels 
will be required by the various Government agencies during the next 
6 months or the next year. It has all been pretty general talk so far. 

The Cuairman. This does not affect Government agencies, does it? 
This would affect private operators as well as MSTS ? 

Mr. Morsg. It will be a very direct effect on private operators, 
whether 1 vessel or 100 vessels are broken out. 

If you broke out one vessel, chances are it would have no effect on the 
general market conditions, but if you are talking about a substantial 
number, 10 or 50, I think it will have an immediate effect on the charter 
market, and that is a very serious situation confronting the Board. 

The Cuatrman. Tell us just what would be contemplated with the 
market situation as it is should you have this privilege and this right 
and this permanent legislation. What would be the effect ? 

Mr. Morse. Fundamentally, your question is, “When would vessels 
be broken out ?” 

The Cuarrman. What do you contemplate doing? 

Mr. Morse. Well, it is very difficult to visualize all the situations, 
but where the time charter rate today is in excess of what we determine 
to be a fair and reasonable rate, we think that for the protection of 
the Government-sponsored cargoes, some Liberty vessels should be 
broken out so that the level paid by the Government agencies will 
not be in excess of that fair and reasonable rate. 

Now, we think that a fair and reasonable rate is about $61,000 a 
month. We think that gives the American-flag operator a fair return 
on his investment. 

To a foreign-flag operator who is getting substantially the same 
amount, he is just making a killing. 
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The Cuatrman. What is the rate now ? 

Mr. Morse. Mr. Sullivan? 

The CuatrrmMan. You said $68,000 ? 

Mr. Morse. $61,000. 

Mr. SULLIVAN. Ww e have had figures of $65,000 and $67,000 a month. 
That is the charter rate for the Liberty- -type ship. 

The Cuamman. However, in analyzing the market and looking 
at the potential movement that will take “plac e, we will say, within 
the next 18 months, how long will the present condition exist ! 

Mr. SuLiivan. That, of course, is a very difficult thing to say. 

The Cuamman. You can look and see what the potential estimated 
movement would be. 

Mr. Suxuivan. The information we have indicates that the market 
will be strong at least for another year. For instance, the French 
are willing to contract for the movement of coal for over a period 
of a year at rates which are equal to the $61,000 figure. 

The Cuarrman. Back tothe Appropriations C ommittee, What influ- 
ence was brought in then to get this provision written in "that appro- 
priation bill? 

Mr. Morse. I cannot answer that, Mr. Bonner, but as far as I am 
concerned, we were in favor of it because we thought we needed the 
flexibility. 

The Cuarrman. Did you propose it? 

Mr. Morse. We did in the 1957 budget. 

The Cuatrman. In the permanent legislation ? 

Mr. Morse. For 1957; yes, sir. 

The Cuarrman. That was written in there. Now what will be 
your interpretation of the language in there, the amendment that I 
offered which was adopted in the bill ? 

Mr. Morse. For limited emergency purposes during the year 1957 ? 

The CuatrmMan. Yes, sir. How would the Board interpret that as 
to breaking out ships? 

Mr. Morse. You are asking me for a legal interpretation made by 
the Board. I cannot do that, Mr. Bonner. 

The Cuatrman. You are Chairman of the Board and it is going 
to be your responsibility and that of your Board members to carry 
out that law. 

Mr. Morse. I assume, Mr. Bonner, that that was intended to reduce 
the use of the funds to charters. Put it the other way around, I am 
sure that that was intended as limiting the situations where we could 
use these revolving funds to areas more circumscribed than the char- 
tering authority that we have, limited emergency purposes. 

I am frank to say I do not know what is intended by that, Mr. 
Bonner. 

The CHarrMan. Is there an emergency in the situation at the pres- 
ent time? 

Mr. Morse. The Government can always pay these rates, both Agri- 
culture and ICA can pay rates which are in excess of what we consider 
fair and reasonable. 

The CuarrMan. Well, we want to preserve the 50-50 act and what 
the 50-50 act says. 

Now the 50-50 Act, as I recall, says the rates shall be fair and 
reasonable ? 

Mr. Morse. Yes, sir. 
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The Cuarrman. Are rates fair and reasonable at the present time ? 

Mr. Morse. We think that if they exceed $61,000 a month they are 
not fair and reasonable. We think they are in excess of fair and 
reasonable. 

The CHarrman. In that case, how many ships would you think that 
the trade needed to make the rates fair and reasonable ? 

Mr. Morse. I want to qualify my statement of $61,000 a month. I 
do not mean for 1 voyage or for 1 month. I think a charter for 8 
months to a year at $61,000 would be a fair and reasonable rate. If 
you had to have a charter just for one voyage, you might have to pay 
more than that and we would not consider it to be unreasonable. 

The Cuarrman. I think, Mr. Morse, all of us are interested in the 
tramp fleet. We do not want to see the tramp fleet annihilated and 
we want to see them dealt with fairly and that is the reason I am ask- 
ing these questions. 

Mr. Morse. So do we. 

The CHatrMan. You are certainly in a better position to have it 
than we are. 

Mr. Morsr. We certainly want to be fair to the tramp fleet also. 
That was one reason, Mr. Bonner, why we approved the trade-out of 
Liberty vessels a year or so ago, about which we were very severely 
criticized. We thought we were being fair to the tramp fleet at that 
time. : 

The Cuatrman. I think you were. 

Mr. Morse. Perhaps we were being overly fair to them. 

I do not know that I have a specific question to answer ? 

The Cuatrman. We are just trying to get some idea of what you 
were going to do under that 1947 act, the appropriation act, which 
limits that language for that one appropriation bill. That is not per- 
manent by any means. That is the reason that is in there. Had it 
not been in there, it might have become permanent law, but under the 
conditions in which that amendment is written in there, that limits it 
for that and that is the reason it is necessary for you to have this legis- 
lation here. 

The debate will show that that is limited for just that one appropria- 
tion bill. 

Mr. Morse. I am not sure whether this limited emergency purpose 
has any relationship to section 5 (e) of the 1946 act. 

The Cuamman. I do not know about the 1946 act but I know about 
the money you will spend under this. It limits it to that money and 
that alone. 

I was just asking what are you going to do with this? 

Mr. Morse. Obviously we would have to get an opinion concurred 
in by the General Accounting Office as to what is and what is not a 
limited emergency purpose. I am frank to say I do not know what 
it 1S. 

The CuatrMan. I thought you would know, you and your Board. 

Mr. Morse. Mr. Bonner, I suggest that you were the one who origi- 
nated this and I think that you are the one who ought to indicate 
to us what a limited emergency purpose is. I would welcome it. 

The Cuatrman. It isa precaution that you do not overdo the matter, 
that is just what it is. It is just more or less of a directive to you not 
to overdo it. 
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Mr. Morse. May I ask, Mr. Bonner, does this phr ase mean a limited, 
acute shortage of tonnage just for a short duration ? 

The Cuairman. That is ex xactly what it means during this year, 
that appropriation. That is exactly what it means. 

Mr. Morse. Would this permit the charter of a vessel for a term 
up to 1 year? 

The Cuarrman. No, it means that you could charter vessels within 
this year for this purpose whether you chartered them for a year or 
18 months, but you would be responsible to see that they return a 
sufficient amount to take care of the activation and deactivation and 
the figures you set forth in this hearing heretofore. 

Mr. Morse. Well, let us be practical about this now, which I am 
sure you wish to be, Mr. Bonner. 

The Cuarmman. I just do not think that vessels should be broken 
out and chartered. I first developed that and Mr. Pelly took that 
up second to be on a sound, firm footing with respect to this. 

Mr. Morse. Mr. Sullivan tells me that Isbrandtsen is requesting 
opportunity to charter some laid-up vessels and they are willing to 
pay the breakout expenses. 

Now, assuming the 15-percent charter hire at $7,000, it is a few 
dollars one way or the other. 

The CuarrMan. Let me interrupt you. 

Well, go ahead. 

Mr. Morse. Plus $12,500 per month for 1 year is $150,000. So that 
they are proposing to charter the ship for 1 year at a basis whereby 
they will pay for the breakout and lay-up expense and return to the 
Government approximately $7,000 a month. 

The Cuatrman. You have authority now to do that; that is within 
your administration at the present time / 

Mr. Morse. Yes, sir. 

The CnarrMan. So that does not enter into this at all. 

Mr. Morse. No; but let us say 

The Cuamman. That is a better business deal to me. It sounds 
better. 

Mr. Morsr. I agree with you, but take this situation: Assuming that 
a limited emergency situation does arise and it only requires a 2-month 
charter, are we to say, despite the fact that a limited emergency 
condition arises, we are going to charge you $7,000 plus $150,000 for 
the breakout expenses for use for 2 months? 

The Cuatrman. If a man wants to enter into this transaction; yes. 

Mr. Morse. I beg your pardon ? 

The Cyaan. If a man wants to enter into this transaction; yes. 

Mr. Morse. Despite the fact, Mr. Bonner, that the other findings 
were made by the Board that that is in the langu: ige of the statute? 

The Cuatrman. National emergency and so forth notwithstanding, 
of course you have that jurisdiction ; of course you do. 

Mr. Morse. Your language said “limited emer gency purpose” and 
you have just indicated that we make a charte ‘r, you want us to make 
it on a basis that we will recoup the $150,000 breakout expenses. 

The CHarrMan, Yes. 

Mr. Morsr. I am asking you, assuming that the limited emergency 
situation only requires a 2 months’ charter or 6 months’ charter-—— 

The Crarmman. I would hate to see them broken out under those 
conditions. 
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Mr. Morse. I am perfectly agreeable to living with that if the com- 
mittee appreciates that when we break out a vessel, we are to recoup 
all the breakout and the lay-up expenses in the charter hire. 

The Crarrman. I think it’s a fair proposition. 

Mr. Drewry. What would be a limited emergency of 2 or 3 months’ 
duration? Can you think of one? 

Mr. Morse. Well, we broke out vessels for MSTS for a 3 or 4 
months’ period to enable them to use Victories or Liberties in their 
normal activity so that they could put their own ships in the Arctic 
service. 

The Cuarmman. You see, Mr. Morse, this appropriation bill covers 
12 months, so it does not give you too much. 

Mr. Morse. I am sure that there are situations which could arise. 

The CHarmman. I want to leave that discretion entirely in your 
administration. 

Mr. Morss. Thank you very much, Mr. Bonner, and we appreciate 
that comment but, frankly, I think that if you say to us that we can 
use the revolving funds only on the basis that we will recoup the entire 
breakout and lay-up expense, I think you are so restricting our activi- 
ties that we may not be able to carry out our statutory obligation. 

The CuarrMan. That is for 12 months. 

Mr. Morse. Because the market 

The Cuarrman. You think the acute situation that exists now will 
last over 12 months. 

Mr. Morse. I think it will. 

The Cuarrman. Then you will have time to cure the situation later 
then. This will not affect the additional 18 months, another year. 

Mr. Morse. If we are able to interpret limited emergency purpose 
as contemplating a situation such as exists today, where there is a 
surplus of cargo and apparently going to be a surplus of cargo for the 
next year or longer 

The Cuatrman. That is what that means. 

Mr. Morss. For example, we have a request from ICA. They 
request that we authorize a breakout of 30 vessels, 10 initially, and 
then they will see how things go and then, if necessary, they will ask 
for the remaining 20. 

The CuarrmMan. What are they going to do, charter them? 

Mr. Morse. We had a meeting the other day with ICA and said 
that we were not in favor of a general agency operation; that if pri- 
vate operators would come in and request charters for these vessels, 
we would favor chartering to the operators for the purpose of carry- 
ing these ICA cargoes. 

The Cuarrman. I agree with you. 

Mr. Morse. I think Colonel Syran was perfectly agreeable to that. 
All he wants is the ships. He does not care whether it is private 
ships or general agency, but as far as we are concerned, we are in 
favor of private charter operation. 

The CHarrMan. We are in favor of protection of the 50-50 act, 
which we feel is best. 

Mr. Counsel ? 

Mr. Drewry. Mr. Morse, how many applications are presently pend- 
ing for charter ¢ 
Mr. Morse. Do you want me to identify who they are? 

Mr. Drewry. Yes. 
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Mr. Morse. Application from Pope & Talbot, bareboat charter, three 
Victory vessels for use in the intercoastal trade. s 

We have an application from Lykes to bareboat charter 5 Victory 
ships for operation in their offshore trade, from Gulf & South America 
Line for 1 Victory charter, from Isbrandtsen for 15 Libertys, Ameri- 
can Mail Line to charter the Schuyler Otis Bland, from Pacific Far 
East Line for 1 Mariner. 

Mr. Sullivan tells me that PFEL has already been chartered that 
one Mariner. 

We have prospective applications, and by prospective, we either 
have letters which we have received or advices that we are going to 
receive applications from Marine Transport Line for 10 Libertys to 
carry coal to France; Blue Stack Towing Co., 1 Liberty for opera- 
tion in the gulf area; Sheperd Steamship for 5 Libertys to carry 
French coal, and a new company, which has been formed by Captain 
Nicholson, who was formerly with Waterman. I cannot recall the 
name of the company offhand but he wants to charter 5 Victorys and 
5 Libertys. 

The Cuarrman. That is tramp operation ¢ 

Mr. Morse. Tramp operation ; yes, sir. 

The CuarrMan. You are talking about buying any that are avail- 
able ¢ 

Mr. Morss. We have no authority to sell Libertys. These are all 
charter activities. There are sales of Victorys and Libertys from time 
to time in the American market. United States Lines recently sold 
3 of the Victorys which were surplus to them, effective upon their 
taking these 8 Mariners which they recently purchased. 

In addition, from MSTS on a general agency basis, we have a re- 
quest for 15 Victorys, 10 C1-M-AV1’s. That makes 25 from MSTS. 

From ICA we have a request for 30 vessels and, in addition, from 
MSTS we have an application for 10 tankers. 

The Cuarman. What do they tell you they are going to do with 
30 vessels ? 

Mr. Morse. I think Colonel Syran could best answer that, but it 
is In connection with various of their movements of grain. 

The Cuairman. Are they going to start a steamship company of 
their own, or what ? 

Mr. Morse. No; I do not think Colonel Syran has that in mind. 

The Cuarrman. They must have told you something about it in the 
application. 

Mr. Morse. It was just a discussion on Friday and I am not too 
familiar with the details. He was talking about grain to India. 

The Cuatrman. Competition for MSTS ? 

Mr. Morse. No; grain to India, grain to Japan, possibly, grain 
to Turkey, and I think he mentioned Pakistan. The quantities I do 
not recall offhand. I do not even recall the tonnage offhand, Mr. 
Bonner. 

The Cuatirman. Who are they going to get to operate them ? 

Mr. Morsr. His original proposal was that they be broken out on 
general-agency basis and we said we would favor general agency only 
if we were unable to interest private operators to come in and carry 
this cargo if they are unable to carry them under privately owned 
vessels. ; 

The CnatrMan. That isa total of how many ? 
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Mr. Morse. If my addition is correct, it is 106 vessels. 

The Cuamman. How many fleet vessels do you have in the tramp 
fleet now ? 

Mr. Morse. Approximately 70 Libertys in the tramp fleet. 

The Cuamman. Any further questions ? 

Mr. Drewry? 

Mr. Drewry. A little while ago you said that the breakout of one 
ship might not have much influence on the market, although the 
tramp market is a pretty sensitive market; is it not? 

Mr. Morse. Yes, it is. 

Mr. Drewry. Then you said the breakout of several, for instance 10, 
I believe you mentioned the figure “10,” would have an effect on the 
market. 

Here you are talking about, at least you have application for, over 
100. One hundred times $150,000 or $160,000, whatever it is, runs up 
to a pretty expensive figure for breakout cost. 

What period of time are these charter applications based on? 

Mr. Morse. Most of the private applications would be for a year. 
Mr. Sullivan tells me that Lykes, I believe, is for a 6 months’ period. 

MSTS would be only for the summer, during this DEW line 
operation. 

Mr. Drewry. Forgetting the MSTS thing, the present tramp rates 
would have to rise considerably in order to anywhere near offset that 
cost of breaking those out ; would it not ? 

Mr. Morse. It is my understanding from Mr. Sullivan that the 
charter level at the present time is sufficiently high so that on a 1-year 
operation the Government would recoup the full breakout expense. 

Mr. Drewry. Well, what I am getting at is you might also manage 
to completely break the tramp market. Is that what you are trying 
todo? 

The CHarrman. What would it break down to? 

Mr. Morse. I do not think anyone can answer that question, Mr. 
Bonner. 

Mr. Drewry. In fact, the number of ships you are talking about is 
in excess of the American-flag tramps that there are. 

Mr. Morse. That is true, but this year I believe the export of coal 
to the Continent will be in the neighborhood of 40 million tons, whereas 
2 or 3 years ago it was in the neighborhood of 20 million tons. If 
there is that much of a spread, and Colonel Syran is better informed 
on the quantity than I am, a spread of 20 million tons will utilize 2,000 
voyages, 10,000 tons per voyage. That is a lot of ships. 

Mr. Drewry. There are no ships to take care of this movement? 
There are not enough ships to take care of it ! 

Mr. Morse. I think my best answer is that there is internationally, 
worldwide, there is a surplus of cargo available at the present time. 
Now, whether there are sufficient ships to take care of the coal turns 
in part on whether there are ships going to be used in worldwide 
activities. 

Mr. Drewry. Well, in discussing coal, the question of the rate came 
up, the $61,000 rate, and I understand that Isbrandtsen will reim- 
burse the Government the breakout costs. Will that be right away, as 
soon as they are broken out will they pay you at that time, or how 
will that be done? 
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Mr. Morse. On the Isbrandtsen deal, Isbrandtsen would take over 
delivery and Isbrandtsen would do all the reconditioning at its own 
expense. 

Mr. Drewry. Now, Isbrandtsen is an owner? 

Mr. Morse. Yes, sir. 

Mr. Drewry. They want these ships for a year because there is ¢ 
market for a year? 

Mr. Morse. Yes, sir. 

Mr. Drewry. As far as the reasonableness of rate is concerned, are 
they not in a much different position than the independent tramp 
operator who has a ship that he has to keep when times are bad as 
well as when they are good? Does not the good times have to balance 
off the bad? Is not an owner in the berth service in a vastly different 
situation compared to a tramp who has to stick with his own ship in 
good times and bad ? 

He just cannot see a year’s business and move in and say, “This is a 
good rate, a good deal for a year, and I don‘t have to offset my bad 
years. I will just move in and let the Government take care of me 
for a while,” and when the year is up he has a nice profit but he does 
not have to worry about the ships any more. 

Mr. Morse. I have 2 or 3 questions there. Maybe I can answer 
them. 

There is dissimilarity between the tramp and the berth operator. 
I think there is much greater fluctuation in the tramp rates than in 
the liner rates, so that the liner rates do not begin to approach the 
high of the tramp rates nor, ordinarily, do they go as low as the tramp 
rates go, but the liner operator who owns his own ships has the same 
problem of averaging out the high periods and low periods just as any 
tramp operator does. 

Mr. Drewry. That is true, of course. I am just thinking about how 
much the question of rate is involved here, the additional $12,000 or 
so a month to bear breakout costs. It seems to me to be a fairly 
substantial cushion over and above whatever the prevailing rates 
might be. 

Mr. Morse. Put it the other way around. I would say that at the 
present rate level, the tramps are earning $12,000 a month in excess 
of our 15 percent basic charter hire. 

Mr. Drewry. The NSA charter rates? 

Mr. Morse. That was not quite the analogy I used. 

On the NSA rates, we are using $61,000 a month as the equivalent 
time charter rate, which gives them a return after all out-of-pocket 
expenses, including overhead, of 15 percent on today’s domestic market 
value of a Liberty ship. We think that is a fair return. 

Mr. Drewry. What are the monthly costs on a Liberty, say? 

Mr. Sutiivan. My figures I have here on an annual basis. For in- 
stance, vesse! expense, we figure $1,322 a day, or for a year $442,870. 
That is allowing for 330 active days and 30 inactive, for a yearly cost 
of $33,720. That could be broken down to a monthly figure. 

Mr. Morse. Do you want it on a monthly basis / 

Mr. Drewry. If they can get it conveniently. 

Mr. Sunuivan. In round figures, $40,000. 
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Mr. Drewry. We received a letter from Mr. Stuart of the Tramp 
Ship Owners Association, I believe, that it ran to about $58,000 a 
month. 

Mr. Morse. He is referring to overhead items and others. 

Mr. Suuuivan. That is just the vessel expense. About $9,500 a 
month for voyage and overhead expenses. 

Mr. Petty. How do you figure on that, that the ship is at sea all the 
time or in port part of the time / 

Mr. Sutiivan. We allow what we call an off-hire of 30 days a year 
because the annual overhaul, drydocking, and then intermediate 
breakdowns when the ship goes off hire. 

Mr. Petty. How about a cargo vessel? I thought she would be in 
port, say, 50 percent of the time and if that was the case, the crew would 
not be paid. 

Mr. Scxuivan. That is all included in this calculation, the port time 
as well as sea time. 

Mr. Morse. All expenses, including the vessel expense, vessel lay-up 
expense, voyage expense, brokerage and overhead at $250 a day, works 
out at $48,478 per month. 

Now, to that we have added profit of 15 percent on the domestic 
market value, which is in the neighborhood of $700,000, and we arrive 
at this figure of $61,000 per month as being a fair and reasonable 
charter hire. 

Mr. Drewry. You are just about $3,000 apart, I mean, compared 
to the tramp ship owners’ figure of $58,000, and your $61,000, they get 
only $3,000 a month. 

Mr. Morse. Mr. Sullivan can answer that. 

Mr. Sutiivan. The difference in that, Mr. Drewry, 4s that in $58,000 
they have included depreciation and interest, whereas we have not 
made that a separate calculation. We have made an overall figure of 
15 percent as interest, depreciation, and profit factor. 

You see, our $61,000 approximates their $62,000, which they regard 
as a reasonable figure. 

Mr. Drewry. What are the monthly costs on a Liberty, say? 

Mr. Morse. We use 15 percent because it is 15 percent in the 1946 
Ship Sales Act for charter purposes. But we apply the 15 per- 
cent on the domestic market value of $700,000, not the deprecia- 
tion value, which is in the neighborhood of $275,000 or $300,000, nor 
the Ship Sales Act value of $544,000. We do not think we used a rule 
of thumb which was too disadvantageous to the operator. 

Mr. Drewry. Of course, at the other end there is no floor under 
tramp rates; is there ? 

Mr. Morse. That is correct. 

Mr. Drewry. In fact, I can remember when Admiral Denebrink 
with some pride told us a couple of years ago about being able to get a 
Liberty for about $1,100 a day. He felt he had done a good job for the 
Grovernment. 

Mr. Morse. There have been periods, distress periods, for the tramp 
operators; there is no question about it. 

Mr. Drewry. Then do you agree that that is a matter with which 
you have to have some concern as to what effect this is going to have on 
the market when you introduce all these new ships into it? 

Mr. Morse. Very definitely. 
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Again I refer you to section 5 (e), which authorizes the Board to 
recommend a charter only if they find American-flag vessels are not 
available for charter by private operators on reasonable conditions 
and at reasonable rates and that the ship is required in the public 
interest. 

Mr. Drewry. In the report to Public Law 591, the statement was 
made as follows: 

Unlimited chartering was justified during the postwar period of reconversion 
of military auxiliaries to commercial types and to take care of the large tempo- 
rary bulk-cargo movements which could not be met by privately owned vessels. 
These conditions no longer exist. With trade returning to normal peacetime 
patterns, the privately owned tonnage is now being only partly utilized or laid 
up for lack of cargo offerings. It can be said that except for certain special 
situations, the chartering of Government-owned ships in competition with pri- 
vately owned vessels should cease. 


Then it goes on to say: 


In order to avoid competition by Government-owned ships with privately owned 
ships and to encourage new construction and continue development of a modern 
and well-balanced fleet, this bill provides— 
for elimination of all charters at that time, subject to tapering off, and 
then these provisions in 5 (e) that you mentioned. 5 (e) uses the 
term “service.” 

How do you construe the word “service,” a service which is not ade- 
quately served ? 

Mr. Morse. The application filed with the Maritime Board for ap- 
proval of a charter specifies a particular service in which the vessel is 
to be utilized. 

For example, Isbrandtsen has requested chartering 15 vessels to 

‘arry coal to France. So the hearing process which follows the 
filing of the application i is directed to he: aring the pros and cons on 
the availability or nonavailability of ships at a reasonable price for 
a particular activity, and I think that is a service to which the section 
refers. 

Mr. Drewry. Not a specified trade route, not an essential trade 
route ? 

Mr. Morse. I do not think it has any relationship to essential trade 
routes. I think it has no direct relationship but Lykes, for example, is 
planning to use their ships, if they get them, on their essential trade 
routes, but then I think the service - reference in the 1946 act is not 
tied into an essential trade route. 

Mr. Drewry. Well, in the report on 591, there was a paragraph de- 
voted to explaining why the committee wanted to have this continuing 
authority. Itsays: 

For example, one private operator has been carrying on a very important serv- 
ice to the Far East to met military and naval needs of the United States. Since 
the bulk of the business in this service depends upon the military and naval re- 
quirements in the area served, and since those requirements are indefinite as to 
duration, no operator would be justified at this time in purchasing the special-type 
vessels required. 

Of the situations presently existing, the Alaskan trade offers another prime 
example. The Alaskan service is essential both in the public interest and the 
interest of national security. 

The impression there is that they were thinking about more or less 
established trades or trades that were in the military case essential to 
the defense setup at that time during the occupation. I wonder just 
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how far it was thought that this law would become available as a sub- 
stitute for people building their own ships? 

Are any of these applicants, have they indicated any desire to build 
or any plan to build after they receive their charters ? 

Mr. Morsz. None of these particular applications, as I recall, are 
tied in with an indication that the operator will build new ships. 

Mr. Drewry. They just want to take advantage of a very good 
market ? 

Mr. Morser. I am sorry, I did not hear your comment. 

Mr. Drewry. I said, they just want to take advantage of a very good 
market during the next year ¢ 

Mr. Morse. Well, that is one way of expressing it. It is also a de- 
sire, [ assume, take Lykes for example, a desire to service the cargo that 
is available on their routes so that someone else will not get in between 
Lykes and Lykes’ customers. 

Mr. Drewry. Then perhaps with Pope and Talbot, some such similar 
thing would be involved there ? 

Mr. Morse. Undoubtedly. Of course, on the coal, let me mention the 
fact that we in Maritime have had a number of inquiries, not only from 
the coal producers but also from Congressmen from the coal-producing 
areas, Inquiring as to what we could do to assist in movement of coal 
so that there would be a continuing export market for American coal. 

One group has come in and talked to us for a time about building 
ships as colliers for this trade. Nothing has materialized so far. 

Mr. Petxy. Is it not true that of all the applications that you have, 
only one ship would be affected by the provisions of House Joint Reso- 
- lution 613, the one that was referred to as being for only 6 months’ 
duration? In other words, all the others are either for military pur- 
poses or for 1 year’s duration, in which it would be normally expected 
that the cost of breaking out would be absorbed ? 

Mr. Morse. Lykes is the only one for a relatively short charter 
period and I would assume that if we were on a 6 months’ charter, to 
endeavor to recoup the entire breakout and lay-up expense would be 
prohibitive. 

Mr. Petiy. My thought again was that any authority that would 
be given under House Joint Resolution 613, 1t would simply not be 
increasing your flexibility but increasing the amount of pressure that 
came to get you to let the ships be chartered without the payment of 
breakout costs. 

In other words, the door is open then for the Government not getting 
its money back for the cost of breakout, granted that it’s to the ad- 
vantage of the Government maybe to have the ships broken out and 
restored to better condition, but, nevertheless, it seems to me that off- 
hand, from listening to the testimony, it is not giving any particular 
benefit to the present applicant because we know if there are 130 
applications, 1 would benefit but 129 would be in there trying to get 
their ship charters without paying the breakout costs. 

Mr. Morse. I[ think I mentioned earlier that I had no intention of 
approving a charter at a rate less than the traffic would bear. I think 
that the rate at the present time, on the yearly basis, anyway, is suffi- 
ciently high that the Government can recoup by way of charter hire 
the breakout and lay-up expense. 

Mr. Petry. I understand you have the authority for a year now 
and you are going to have, you say, a pretty good demand for ships for 
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the next year. I am just wondering as to the matter on hand of that 
particular legislation, whether it is required and advisable at this 
time. 

Mr. Morse. We have authority to use the revolving fund for what I 
will call commercial charters only in the 1956 supplemental, which 
will terminate at the end of June. 

In 1957 we have this language that it’s available only for limited 
emergency purposes. We have no authority beyond 1957 fiscal. 

Mr. Pretty. Have you used the authority so far that you got 
through the back door of the appropriations bills? 

Mr. Morsr. No; we have not chartered any vessels since the 1957 
supplemental was enacted. 

Mr. Petty. Thank you. 

Mr. Drewry. One more question, Mr. Morse. 

A year and a half ago, when we had our first review of the Cargo 
Preference Act, when the subject of transfers came up and the diffi- 
culty of acquiring American-flag ships, at that time the committee was 
impressed with the apparent lack of coordination between the depart- 
ments on the collecting and analyzing of information as to what cargo 
requirements there would be. One of the recommendations contained 
in the committee report was that there be some coordination set up be- 
tween the departments so that needs could be anticipated in advance. 

What machinery was ever set up under that on the strength of that 
recommendation ¢ 

Mr. Morse. I think Mr. Sullivan can better answer that because 
lie participates in that activity. 

Mr. Su! LLIVAN. We in Maritime have been meeting since March of 
last year approximately monthly with representatives of what we call 
the shipping agencies of the Government, with the purpose of follow- 
ing the m: arket situation and their requirements. It resulted in an 
understanding that Maritime Administration would give to the agen- 
cies a level of fair and reasonable rates, at which point, when the 
market rates offered exceeded that fair and reasonable rate, they 
could go to foreign-flag ships for the transportation. 

Now there has been no serious problem until the last few weeks, 
when the rates not only exceeded our fair and reasonable rate for 
American-flag ships but also foreign-flag ships. So that those agen- 
cies now, in view of the difficulties in obtaining tonnage at fair ‘and 
reasonable rates, have come in to us for the assignment of 30 ships 
under general agency agreement, so that their requirements may be 
taken care of. 

Mr. Drewry. Do you know what their requirements are going to 
be during the next year? 

Mr. Sutuivan. Not specifically. We have asked for that because 
we have felt that before breaking out 30 ships we should know that 
it’s actually required and that it is not going to unduly interfere with 
the private market, that is, the market for privately owned ships. 

It was only last Friday that we had a discussion with them on that 
application and, as Mr. Morse indicated, we want the trade to know 
that requirement, the operators to know it, and to see if they are 
willing to come in and charter some ships rather than allocate ‘them 
the 30 general agencies. That is the next step for us to pursue. 

The Cuatrman. That is what we thought you were going to do and 
that is the reason I asked you some questions here today when we made 
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this recommendation that the people get together and anticipate what 
the market requirements would be. Based on that, I asked some 
questions here today and I was surprised that no one seemed to know 
or have any idea what the requirements would be over the next year. 

I would have thought that, based on this, and your having been 
meeting for a year, you would have gone into that phase. You say the 
last few weeks. 

As I understand it, this must have been going on more than the 
last few weeks. It was longer than that that you approached the 
Appropriations Committee to get the authority. 

Mr. Suuuivan. I say, Mr. Chairman, that was more anticipatory 
than it was actually required at that time. In other words, the agency 
felt it should have the authority if, as, and when needed. 

The Cuarmman. Why did you not come here then / 

Mr. Sunuivan. I will have to rely on the reply of Mr. Morse. 

The CHatmrMan. You say anticipatory ; ; somebody made the over- 
tures to the Appropriations Committee and you tell me that you were 
anticipating and that was the reason you made that overture. I do 
think that, with the recommendation that was made here, you should 
have some figures, you should know something about what the re- 
quirements would be so you can tell this committee and the Congress. 

It is not a question that we are stubborn in this matter but we feel 
like we are doing the proper thing to protect private industry and 
Mr. Morse’s board. 

Mr. Sutiivan. Mr. Chairman, what you are asking for now, I think 
should come from the shipping agencies because we do not move 
The CHamman. It is germinated by the Government agencies. 

Mr. Suttivan. I was going to add, we do not move on the chartering 
of ships until we finish the process of a public hearing and the neces- 
sary findings are made. 

The CHamman. But you could not have a public hearing with the 
information you have today. 

You must admit that because you have no information. 

Mr. Sutuivan. Well, that would be up to the applicant. 

The CnatrmMan. You only have this price, which I agree with Mr. 
Morse seems a little high, but you do not have any facts to pitch on. 

Mr. Sutiivan. The applicant would be required to produce the 
supporting evidence. 

The CuammMan. Yes, but this is a case of where the Government is 
going to do something that might hurt private industry. The Gov- 
ernment should have some substantiating evidence to take its position 
on. 

Do you have it, Mr. Morse? 

Mr. Morse. We asked the agencies what their requirements are 
going to be. 

The CHatrrman. Sir? 

Mr. Morse. We do ask the agencies what their future requirements 
are going to be and we had difficulty getting it. 

The Cuairman. That is just the reason, you recall in this report, 
administration of the Cargo Preference Act, R eport No. 80, and on 
page 21: 





Procedures should be established under which each of the executive agencies 
administering export and import programs shall exchange information and so 
plan the activity in the transportation field as to effect a more economical opera- 
tion and a more effective administration of the Cargo Preference Act. 
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We are interested in that here. We are the ones that fought for it 
and you have had these meetings since last March, and you do not have 
any information, so the testimony here is. 

Mr. Sutuivan. As I say, Mr. Chairman, I think the agencies are 
the ones to supply that: 

The Cuarrman. I just think it is the poorest case in the world for 
Mr. Syran if you are telling the facts about this thing and all these 
people come in here to break out more ships when you ‘have not done 
what Congress asked you to do so you can present the case. 

I do not want to be critical about it, but I do think that that is a fair 
statement to make. 

Mr. Suttivan. At this point, I would like to make clear that we 
have only received the application for the GAA assignments. 

The Cuarrman. But this tells you to anticipate it and look into 
it and keep up with it so you would know what to do when you receive 
the applications to base the case on. 

Any further questions ? 

Mr. Morse. Mr. Sullivan has been meeting regularly. 

The CuarrMan. It has not been your fault. 

Mr. Morse. I do not think Mr. Sullivan adequately answered the 
question. He has been meeting regularly with these other agencies 
and it is only recently that a pressure has begun to build up ‘by the 
other agencies. 

In this meeting the other day with Colonel Syran, we did ask him 
what are your future requirements going to be ? 

He said, “I cannot tell you w hat our future 1 ‘equirements are going 
to be but we do have 114,000 tons, whatever it was, to go to Pakistan 
and to these other places. 

The Cratmrman. He wants 30 ships? 

Mr. Morse. He wants 30 ships. 

The Cuarrman. He must have sometime in the past made up his 
mind that he is going to need 30 ships. 

Mr. Morse. I agree with you wholeheartedly. 

The Cuarrman. With all due deference and friendly spirit, I do 
not think this recommendation that the committee has made has been 
paid any attention to. 

Mr. Tumulty ? 

Mr. Tumutry. Mr. Morse, I want to ask 1 or 2 questions to clarify. 

This House Joint Resolution 613, will that permit the Government 
to be reimbursed completely for breakout expenses of all ships that 
might be broken out? In other words, where the applicants are pri- 
vate operators such as you called off, in that case would the Govern- 
ment be reimbursed its so-called breakout expenses ? 

Mr. Morse. That is the problem which I was discussing earlier 
with Mr. Bonner, and I think the way the record now shows, if we 
are required to recoup 100 percent, our activities may be hamstrung 
because 

Mr. Tumutry. I did not ask that. I want to shorten this up. As 
T read it, this bill says: 





There shall be credited to such funds all receipts on account of operations 
after July 1, 1956, under charters of Government-owned ships under jurisdiction 
of the Secretary of Commerce. 

Is that section applicable ? 

Mr. Morse. Certainly. 
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Mr. Tumutty. In respect to breakout expenses ? 

Mr. Morse. Certainly. 

Mr. Tumutty. I take it that sentence limits, then, the rec copia only 
obtainable from Government-owned vessels; is that correct? That 
is what it says; does it not ? 

Mr. Morsz. We have receipts only for vessels that we charter. 

Mr. Tumutry. Yes. Now you mentioned, in answer to Mr. Pelly’s 
question, that you felt where there was a breakout expense involved, 
that where a private operator applied for a charter of a vessel and 
got the vessel, that he had to return it, as you said, “in class”? 

Mr. Morse. Correct. 

Mr. Tumutry. You said, therefore, the ship is better or more val- 
uable in class than it was before it was chartered / 

Mr. Morse. Correct. 

Mr. Tumutry. Hence you said that certain credit for improved con- 
dition of the vessel should be allowed that private operator. 

Was my understanding of your testimony correct ¢ 

Mr. Morse. In effect, yes, sir. 

Mr. Tumutry. Does House Joint Resolution 613 permit that to 
happen ¢ 

Mr. Morse. As I read the resolution, it does not say anything about 
how high the charter level, charter rate level, should be. 

Mr. Tumvtry. I take it then that House Joint Resolution 613 will 
permit in certain cases a credit for improved condition of the vessels 
which return in class. Am I correct in that? 

Mr. Morse. It does not preclude it; put it that way. 

Mr. Tumevtry. If it does not preclude it, is it my understanding 
that it is implicit in the legislation / 

Mr. Morse. I do not think itis. I think that this is merely author- 
ization to use a fund for a given purpose. Now, the rate level seems 
to me to be a matter of sound business judgment whether we charter 
a vessel only at the 15-percent basic charter hire or whether we add 
on a suflicient amount so that the Government will be reimbursed 
100 percent of the breakout and lay-up expense. 

Mr. Tumutry. Now, as I understand it, House Joint Resolution 613 
does not authorize the crediting to the private charterer the worth or 
value of improved conditions in which he has placed the vessel. 

Mr. Morse. I do not read 613 as having anything to do with charter 
rate at all. 

Mr. Tumuttry. Then that discussion with Mr. Pelly was extraneous 
to this resolution here / 

Mr. Morse. Ithinkso. It was more a discussion as to policy. 

Mr. Tumvutry. May youdothat now! May that be done under this 
amendment that was applied to the appropriation in 1957 4 

Mr. Morse. Let us refer to the 1956 appropriation, because that has 
no phrase “limited emergency purpose. 

Under the 1956 appropriation, we could pay for the breakout of a 
vessel and we could—— 

Mr. Tumutry. Credit its return to class? 

Mr. Morse. We could charter only at the basic 15-percent charter 
hire, but I think that would be poor business judgment. I think we 
should add on all that the traffic will bear, and at the current time 
charter level, we can add on enough so that the Government will be 
reimbursed in full for the breakout and lay-up expense. 
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Your inquiry is directed at whether we should add on that full cost. 

Mr. Tumutry. I gathered your testimony was that that ought to be 
done in certain instances. As I listened to you, I gathered you felt 
that ought to be done. When this private oper rator came in and had this 
ship broken out for him, and when he returned it in class, is the expres- 
sion you used, that he had done something to enhance the value of 
that ship and ‘hence should be compensated for what he had done. 

What I am trying to find out is where in this legislation or any other 
legislation may that be done by the maritime. 

“Mr. Morse. I think my answer is only in the negative. 

There is nothing in any legislation which requires that we charge—— 

Mr. Tumvtry. I did not say “requires.” 

Where is anyone given the disc retion or authority to apply the prin- 
ciple enunciated in your testimony in answer to Mr.-Pelly’s questions? 

Mr. Morse. It is implicit in our authority to fix the rate level 
initially or the charter level. 

Mr. Tumutry. It is already implicit in the present legislation / 

Mr. Morse. Yes, sir. The reason I was speaking about a credit, 
at today’s levels the charter rate can be set high enough so that the 
Government will recoup 100 percent, but I can visualize a situation 
where the charter market is not as high as the present time and yet 
it may be desirable to effect charters, and if we are required to recoup 
100 percent of the breakout and lay-up expense, we could not make 
charters. It would just be commercially unfeasible. 

That is why I was suggesting that the record should not show or 
the intention should not be that we are required to recoup 100 percent. 
There ought to be situations where we would have discretion and re- 
coup less than 100 percent. 

Mr. Tumutry. So that House Joint Resolution 613 will not, so far 
as you can read it, require 100 percent reimbursement in all cases / 

Mr. Morse. The way I read it, it does not say anything about 
whether we recoup 100 percent or 10 percent or 0 percent. 

Mr. Tumutry. Now, I understood you to say that where a ship 
was chartered for a year there is no problem because the question of 
reimbursement probably did not arise. A sufficient margin of profit 
is made so it does not become a question. It is only when the charter 
is for a 2- or 3-month period that there the private operator has put 
the ship in class and is in a position where he cannot make a sufficient 
margin of profit to make his original chartering of the vessel worth 
while ? 

Mr. Morse. That is correct, with the charter market at the present 
level for roughly a year charter, there is enough profit so that the 
breakout and I: ay-up expenses can be absorbed. 

Mr. Tumutry. Would the amendment offered by the chairman pre- 
clude by actual practice the possibility or the practicality of your 
making allowances under the question of reimbursing the man for 
pane the ship in class ? 

Mr. Morse. This limited emergency purpose phrase; I do not think 
that has anything to do with the question of the rate level. 

Mr. Tumunry. When you say that, what does the private operator 
do which renders him reimbursable or compensable on the part of 
the Government for putting the ship in class? 

Mr. Morse. It is an indirect compensation, if you want to call it 
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that. If he pays the breakout expenses himself, he reconditions the 
vessel. The engine needs repair work, the hull needs repair work, 
and all of that work is done so that when the vessel is returned it is 
in better condition than it was at the inception. 

Mr. Tumutry. Where the breakout money is advanced by the Gov- 
ernment, how does he render it in class ¢ 

Mr. Morse. The result is the same if we were to recoup 100 per- 
cent the breakout expenses. The result would be the same. The 
cost to the operator would be the same whether he pays it to us over 
a period of 12 months or whether he pays it initially himself. 

Mr. Tumutty. Then I take it the only time he gets this credit is 
where he advances or pays the breakout expense himself; is that it¢ 

Mr. Morse. No. I do not make myself clear. 

Mr. Tumvuuty. You have not, but that is all right. I am not 
familiar with the subject. 

Mr. Morse. We are talking about a credit in a vacuum. What I 
was saying is, well, let us take it in steps. Today’s charter market 
rate is sufficiently high so that we can charge a charter rate 
sufficiently high to recoup 100 percent, but the time may arise when 
the charter rate level is less high than it is today, and if we endeavor 
to recoup 100 percent of the breakout and lay-up expenses, it would 
be commercially unfeasible for a private operator to request a charter, 
because he would lose money on the deal. 

What I was suggesting is that the situation may arise when the 
market is lower than it is today when it might be desirable for us to 
recognize that the vessel is restored to the Government in better con- 
dition after the charter than it was at the inception, and therefore we 
should not be required to include in the year’s charter hire that we 
are to receive an amount sufficient to pay 100 percent of the breakout 
and lay-up expenses. 

Mr. Tumvtry. In other words, you do not want the legislation, 
whatever it might be, to straitjacket you in what is now an implicit 
discretionary power ¢ 

Mr. Morse. That is right. I think we should have reasonable 
business discretion, depending on market conditions. 

Mr. Tumc try. I have no further questions. 

Mr. Atien. Mr. Chairman ? 

The CuHarrMan. Mr. Allen. 

Mr. Auten. I was going to pursue that subject myself. Is it not 
true that this return of ships to the laid-up fleet after they have been 
put in class is a part of the operating of the whole fleet as to con- 
dition, and is, in a way, a part of a program which involves upgrading 
at Government expense by appropriated funds ? 

Mr. Morsr. That is right. On the laid- up fleet, I forget what we 
call the phrase, the modernization, ship-repair program, ‘the Govern- 
ment appropriated $18 million for that purpose. 

Mr. Auven. This year? 

Mr. Morse. No; in the last year and a half, for the sole purpose of 
improving the condition of some of these vessels in the laid-up fleet. 

What I am saying is, if we charter these vessels, assuming that 
there is a need for the charters, the Government gets the benefit of 
the improvement in the condition of the vessel comparable to the 


vessel-by-vessel $18 million which was appropriated for the repair 
program. 
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Mr. Auten. Except that the Government does not have to appro- 
priate any money to accomplish that Puidition, 

Mr. Morse. That is right, and, in addition, gets 15 percent basic 
charter hire over and above the condition. 

Mr. Auten. Then your problem may come, as I gather it, with your 
desire that this committee express itself, if i it would, on whether at 
some time a request to put a vessel in class would cost, say, $300,000, 
whether you should add $200,000 or some figure to the charter hire 
and let the Government, in effect, not get that $100, ,000, but get a vessel 
that is $250,000 better off ? 

Mr. Morse. Well, I did not have that sort of situation in mind, 
Mr. Allen. 

The breakout expenses are averaging between $200,000 and $250,000. 
I did not have in mind that a vessel very seriously damaged would be 
broken out and that the Government would pick up part of the break- 
out expenses. We did not contemplate that we would have a fleet- 
renovation program, using this as a means of requesting specific appro- 
priation for the purpose. 

Mr. Auten. Much as I have not stated it properly, what would you 
expect as an example? 

Mr. Morse. Well, I am not sure what you are driving at, either, 
Mr. Allen. 

Mr. Aten. What I am driving at is this, I think: 

There are ships that are out of class but which could advantageously 
be put in class for purposes of national defense. Now, as to some of 
those ships, the funds are not available, but I would expect that there 
are some ships in the marginal group that private operators could take 
and restore to class at, say, 50 or 75 percent of the cost of restoration 
and make money, and that your decision may be to let them take these 
ships on a rate that will only provide the 50 or 75 percent, knowing 
that the ship will be sufficiently more valuable, that the Government, 
when the ship is returned, will have benefited more than the amount 
that it failed to recover in cash. 

Mr. Morse. No; I again think I did not make myself adequately 
clear. I think if an operator could find a particular vessel where the 
breakout and layup expenses were in the aggregate of, say, $50,000, 
I would have no intention with the present charter market level of 
letting him have that vessel for 1 year at 15 percent basic plus $50,000 ; 
in other words, where the going market value would justify a basic 
charter rate of 15 percent plus $250,000. 

In other words, if he is able to make a fair profit at 15 percent plus 
$250,000, I think the Government ought to pick up the profit over and 
above the $50,000 breakout and lay-up expense. I would charge him 
the same charter hire whether the breakout and lay-up expense was 
$50,000 or whether it was $250,000. 

Mr. Auten. Well, suppose you get a case where the charter hire is 
a 15-percent factor and you have ‘the ordinary breakout and lay-out 
expense of $50,000, but there was a repair to put the vessel in class 
that would cost, say $50,000. 

What would you charge that man if the rate, say, would only permit 
him to pay the 15 percent plus $75,000 ? 

Mr. Morse. You mean charge him only the going rate ? 
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That is why I said earlier that I thought some of the comments 
back and forth here were of such a character that would hamstring 
our activity. 

In other words, on your example there, where the market level was 
not sufficiently high to add on all of the expenses of breakout, repair- 
ing, and laying-up, if the board is able to find and certify that the 
various requirements here in the 1946 act, public interest, and what 
have you, I think that the Government should absorb a loss. 

Mr. Atien. Offset by the improvement in the vessel ? 

Mr. Morse. Irrespective of whether it is offset. 

Mr. Auten. Thank you. 

Mr. Morse. If public necessity requires breaking out of vessels, I do 
not think the question of whether it is profitable or unprofitable as 
a venture to the Government enters into the picture. But where the 
(government can pick up all or more than the breakout and lay-up 
expenses, I think we should do so. 

Mr. Auuen. Thank you. 

The CuHairman. The committee will recess until 2 o’clock. At that 
time we will hear from whom, Mr. Drewry / 

Mr. Drewry. Mr. James Stuart of the American Tramp Ship 
(Jwners Association, and there are several other witnesses, Mr. An- 
drews from the General Counsel’s Office of the General Accounting 
Office, Mr. Ralph Dewsy of the Pacific American Steamship Associa- 
tion, and Mr. Pettis of the Industrial Union of Marine Shipbuilding 
Workers of America, Col. Arthur Syran, Transportation Director, 
International Cooperation Administration is here, and I believe the 
committee will have some questions to ask. 

Colonel Syran. I would like to be heard if the Chair would be 
kind enough because I think there are some questions asked of Mr. 
Morse that I think I can answer to the satisfaction of your committee. 

The Cuamman. We will hear the General Accounting Office first 
this afternoon and then I will hear you, Mr. Syran. 

Colonel Syran. Thank you. 

The Cuatrman. And I will hear Mr. Stuart and so forth. 

I want to see if we cannot finish by 4 this afternoon. So we will 
meet at 2 o’clock. 

(Whereupon, at 12:45, the committee recessed, to reconvene at 
2 p.m. of the same day.) 


AFTERNOON SESSION 


The Cuatrman. The committee will come to order. 
We will first hear the gentleman from the General Accounting 
Office. Will you give your full name, and the name of your associate ¢ 


STATEMENTS OF GRAYDON L. ANDREWS, ATTORNEY; AND ALFRED 


L. HEDBAWNY, AUDIT SUPERVISOR, GENERAL ACCOUNTING 
OFFICE 


Mr. Anprews. My name is Graydon L. Andrews, attorney, and I 
have with me Mr. A. L. Hedbawny, audit supervisor, of the General 
Accounting Office. 

Mr. Chairman, I do not have a prepared statement, but if the com- 
mittee will permit, I would like to read some of the pertinent parts of 
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the formal report we are submitting in response to your request and 
then answer any questions } you may have. 

The CHarrman. Proceed. 

Mr. Anprews. The vessel operations revolving fund created by the 
Third Supplemental Appropriation Act, 1951 (65 Stat. 52, 59), is 
presently available for the activation, repair, and deactivation of 
vessels to be used in- connection with those vessel-operating activities 
of the Secretary of Commerce for the financing of which the fund was 
established, namely, the shipment of Government cargoes resulting 
from national defense and other programs. 

It has not been considered available for use in connection with 
chartering activities of the Secretary, other than those for which the 
fund was established. 

If a vessel was chartered for other than a fund activity, the charterer 
has been required by the Secretary to pay any activation, repair, and 
deactivation expenses and was permitted to include suc h expenses in 
his costs in arriving at the additional charter hire resulting from 
excess profits, as provided by section 709 (a) of the Merchant Marine 
Act, 1936, which is incorporated by reference in section 5 (e) of the 
Merchant Ship Sales, Act, 1946. 

H. R. 10987 and House Joint Resolution 613 would extend the au- 
thority to use the fund for the activation, repair, and deactivation of 
vessels under the jurisdiction of the Secretary of Commerce which are 
to be bareboat-chartered to private operators 

H. R. 10987 would add a proviso to section 5 (e) (1) of the Merchant 
Ship Sales Act of 1946, as amended by the act of June 30, 1950 (64 
Stat. 309). Consequently, it would limit the use of the fund to the 
activation, repair, and deactivation of war-built vessels which may be 
chartered pursuant to the 1946 act. 

Under section 12 (d) of the 1946 act, all moneys received from the 
charter hire of vessels—excepting those operated in an activity con- 
ducted under a program for the financing of which the fund was 
established—are required to be deposited in the Treasury to the credit 
of miscellaneous receipts. 

House Joint Resolution 613 would authorize, as of July 1, 1956, 
the use of the fund for activation, repair, and deactivation ve vessels 
under the jurisdiction of the Secretary of Commerce without regard 
to the statutory authority under which the vessels are chartered. 

In addition, it authorizes the credit to the fund of all receipts from 
vessel charters, irrespective of the dates of execution of the charters. 
This provision would make unnecessary the present separation for 
deposit or credit of receipts from chartering activities under the fund 
and those not in that category. 

However, it is not entirely clear whether the first sentence of House 
Joint Resolution 613, contemplates authorizing the use of the fund 
for vessels now under charter or only for vessels which are chartered 
on or after July 1, 1956. If the authority to use the fund is intended 
to be limited to new charters, it could be made clear by changing that 
part of the first sentence following the parentheses on line 6 to read: 





shall be available for expenses incurred in connection with the activation, 
repair, and deactivation of merchant ships under the jurisdiction of the Secre- 
tary of Commerce which are chartered on or after July 1, 1956. 

It has not been possible to estimate what effect these bills would have 
upon the cost to the Government of its future chartering activities. 











4? VESSEL OPERATIONS REVOLVING FUND 


The cost of activation and repair will depend upon the condition of 
the particular vessel involved and whether the Government will re- 
cover that cost is contingent upon the rate of charter hire and the term 
of the charter. 

If I may, it suggests here the act as such does not now require the 
full recovery of the costs of the activation and repair. At present 
23 vessels under the jurisdiction of the Secretary of Commerce are 
on charter under the various authorizations listed below. Some char- 


ters require the charterer to bear the expense of deactivating the 
vessel. 


i ! 
| Deactivation 
Authority Vessels | to be paid 
| by charterer 





| | 
} | 


Merchant Marine Act, 1936__-. a ad oe ee ; 3 | 3 
First War Powers Act, 1941 q 1 1 
Merchant Ship Sales Act of 1946. 4 ; 14 | 8 
Philippine Rehabilitation Act of 1946- ; eas ; . 5 | 0 
0 

Total___- E cee ei nad ‘ os 2B | 12 





Aside from the foregoing analysis and comments, the question as to 
whether Government-owned vessels should be bareboat-chartered to 
private operators as contrasted to general agency operations for Gov- 
ernment accounts, for which the vessels operations revolving fund is 
presently available, is a matter of policy for the determination of 
Congress. However, if it is determined that making funds available 
for the exercise of the Secretary’s general chartering authority is con- 
sidered necessary or desirable, we suggest that the crediting of receipts 
from all charter hire into the fund from which the expenses will be 
paid, as provided in House Joint Resolution 613, is preferable as being 
consonant with the principles of a true revolving fund. 

The CHarrman. Have you any questions, Mr. Allen ¢ 

Mr. Atiten. Mr. Andrews, at the outset you mentioned the fund 
setup and you used the words “other programs.” Would you refer 
back to that # 

Mr. Anprews. Yes, sir. I might say that the decision of the office 
was October 22, 1951, which was the first one that more or less defined 
the activities under the fund for which the reactivation expenses could 
be paid. 

In there they took excerpts from the hearings and the expression 
was used even therein, if I may quote from it here : 

The increased demand for the shipment of supplies, materials, and other items 
resulting from national defense and other programs has resulted in a need for 
reestablishment of a vessel operations revolving function substantially similar 
to that carried on by the War Shipping Administration during World War II. 

What we meant by “other programs” was defense-aid programs 
which were not direct military materiel, as I understand it. 

Mr. Auten. It would tie up in some way with either direct military 
aid or an indirect end-item aid or something of that sort ? 

Mr. Anprews. Yes, sir, but I think it would go beyond that. I would 
almost be willing to say that it would include any Government-spon- 
sored cargo. 

Mr. Atien. There was some testimony this morning with regard to 
the return of a ship after it had been put in class. In those instances 
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where it had been taken from the fleet in a condition below class under 
circumstances where the value of the ship when returned was greater 
to the Government than when it was removed, is there any way in the 
accounting procedures that you can determine a value that is received 
by the Gover nment in kind, as it were, rather than dollars, under those 
circumstances ¢ 

Mr. Anprews. I don’t know of any, Mr. Allen, but Mr. Hedbawny 
is our auditor supervisor. 

Mr. Hepspawny. No, sir; I don’t believe there is any way that you 
could put an actual dollar and cents value on the benefit that would be 
received by the Government from the fact that the vessel was returned 
in a better class, we will say, than when it was withdrawn from the 
fleet. 

Mr. Aten. If you took an estimate as to the amount that would 
be required to again return it to class after it had been deactivated, 
would the difference between that sum and the sum paid to put it in 
class in the first instance be an increase in value? 

Mr. Hepspawny. The amount to put it in class the second time should 
be less than the first time, provided that the vessel was withdrawn 
from the fleet within a reasonably short time after it had been put 
into the fleet. 

Actually, if a vessel is returned to the fleet, it may remain in the 
fleet forever, or for 3 years, for example. You never know. So by 
the time the vessel is taken out of the fleet again, maybe just as much 
work would have to be done on it as when it was taken out the first 
time. 

It would depend upon the period elapsing between its return to the 
fleet again and its withdrawal. 

Mr. Anprews. If I may suggest, sir, even if you used as a basis the 
new cost of placing in class after return from this charterer, you still 
have an estimated figure there, and I doubt seriously that you could 
arrive at a very close dollar valuation of the increased usability of 
the vessel. 

Mr. Auten. I am somewhat sympathetic to the opinion that. these 
vessels are returned in better shape than when taken out, particularly 
if they were just thrown into the laid-up fleet in the first place, and I 
am trying to get the best estimate in dollars that we can by any proce- 
dure that is available. 

It occurs to me that if the charter hire is all going to be done in 
dollars, then there is a value. You have to convert that value into 
dollars to know what the Government is receiving by way of benefit. 

Mr. Anprews. I think to get an accurate picture that would be true, 
but I don’t know how you would arrive at that dollar value. 

Mr. Auten. Thank you. 

Mr. Ray. The question was raised, Mr. Andrews, as to whether the 
Maritime Administration had kept separate books, and if that could 
be worked out, as to investment and so forth, ship by ship. Has your 
department had any occasion to do that in any cases? 

Mr. Anprews. I am not aware of any, but I would like to have Mr. 
Hedbawny answer. 

Mr. Heppawny. What they said this morning is they did not keep 
separate accountings by vessels. For instance, when they get the 
charter receipts in, what they do is credit the charter receipts into a 
fund and into that fund are put all charter hire receipts, so that in 
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order to be able to come up with a classification of the amount of 

money which they have received with respect to each particular vessel, 

they would have to reclassify the entries that they have made on their 

books, but it is possible for them to determine with respect to each 
vessel the amount of the receipts; yes, sir. 

Mr. Ray. My question was w hether or not you had had occasion to 
make any such study with respect to any one ship or any group of 
ships in the past. 

Mr. Heppawny. In the course of our audit, we do look at the amount 
of money that is called for by the charters and to see that it is 
being received according to the charter provisions, but we ourselves 
have not made a classification by vessel because it was not considered 
necessary for purposes of our audit. 

Mr. Ray. No further questions. 

Mr. Petiy. Mr. Andrews, I understand the GAO raised a point as 
to the authority of the Maritime Administration to use this revolving 
fund for other than Government programs in the national defense. 

Mr. Anprews. Yes, sir. 

Mr. Pexiy. And that in the Supplementary Appropriations Act for 
1956 the authority was given. 

Mr. Anprews. Yes, sir. 

Mr. Prtiy. In the appropriations bill. On what basis did you raise 
that original point ? 

Mr. Anprews. I think, actually, Mr. Pelly, it sort of came up—— 

Mr. Petiy. Theoretically ? 

Mr. Anprews. No, sir. It came up as a result of the inquiry of the 
General Accounting Office as to the deposit of certain receipts into the 
revolving fund, and it was on the submission made to us at that time 
that the Office decision was made with respect to what would be con- 
sidered activities contemplated under the revolving fund. 

Subsequent to our decision of October 22, 1951, there were meetings, 
I understand from our record, between our auditors and the Maritime 
Administration attorneys, following which there was an opinion writ- 
ten by their General Counsel, in which he attempted to break down the 
then current charters which would fall into each of the two categories. 

I have a copy of that here, I believe, sir, reading from this—and this 
is dated November 1, of 1951, which is about 10 days after our deci- 
sion— 
as a result of these conferences and of a review of the outstanding charters, it is 
our opinion that all vessels currently chartered are “being operated in an activity 
conducted under the program” except the following vessels— 
and he lists 7 categories, beginning with the Moore-McCormack 
good-neighbor vessels, the steamship Washington until redelivered on 
October 27, 1951, the steamship a Guardia, the President Cleveland 
and President Wilson, the steamship General Gordon, the ferry Elisha 
Lee, and the vessels chartered under the Philippine Rehabilitation Act 
Extensions. 

Mr. Petry. I understand this came up in connection with the deposit 
of receipts and in the first case in those charters there had been no 
waiving of the breakout costs; is that correct ? 

Mr. Anprews. At that time, if my recollection serves me correctly, 
Mr. Pelly, there was available funds prior to the time of the vessel 
operations revolving fund which could be utilized in connection with 
the deactivation or any other vessel activities of Maritime. 
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Mr. Petty. In view of the fact that we now have no charters that 
would be affected by either of these two proposed resolutions, that is, 
under the Supplementary Appropriations Act of 1956, the Depart- 
ment hasn’t availed itself of that, nor are there any applications pend- 
ing, and furthermore, because the authority is gr: anted in the Appro- 
priations Act of 1957, I wonder if there is any reason why this com- 
mittee should report out a bill at this time to clarify anything as far 
as GAO is concerned ? 

Mr. Anprews. I don’t know, Mr. Pelly, that I could answer that 
expressly. I would say that as to the supplemental appr opriation for 
1956, there is no limitation, but as Mr. Morse pointed out this morning, 
he does have a limitation on his 1957 appropriation. 

To the extent that that 1957 appropriation limits his use of the fund, 
and to the extent that they may administratively consider the desir abil- 
ity of chartering to other than strictly 1-year charter propositions, it 
may be considered desirable. 

Mr. Petty. I view this proposed legislation as a policy matter and 
as such, I think that we find that the Maritime Administration is ask- 
ing for more than interpretation. They are asking for the authority 
because they think it will give them more flexibility. 1 can’t see where 
it is needed myself. 

Mr. Anprews. As I say, I don’t like to speak for the Maritime Ad- 
ministration. They are making the point and their point apparently 
is that the 1957 appropriation does have certain limitations which this 
will not have, and this will give them permanent authority where ngs 
are limited to 1 year. As to its need for this legislation today, 
express no opinion, sir. 

Mr. Pretty. You have raised the issue on the legal issue. That 
brought up the whole matter as far as GAO is concer ned ? 

Mr. Anprews. Yes, sir. 

Mr. Pexiy. That isall. 

The Cuatrman. In the 1956 and 1957 appropriation bills that they 
have a limitation on now, Moore-McCormack still has under charter the 
two passenger vessels. 

Mr. Anprews. Yes, sir. 

The Cuatrman. And certain vessels under charter that you read out 
in that list now. Does what you say mean that all charter receipts 
now would go in a revolving fund except those charter receipts that 
you named in this memorandum ¢ 

Mr. Anprews. I would say the way House Joint Resolution 613 is 
written that all charter receipts irrespective 

The CuarrmMan. I understand, but in the appropriation bill, will all 
charter receipts go in the revolving fund ? 

Mr. Anprews. No, sir. 

The CuatrMan. Only those charter receipts for Government-gen- 
erated cargo / 

Mr. ANpreEws. Well, I think Mr. Morse indicated this morning that 
the determination to deposit receipts is contingent on the situation 
existing at the time of the original charter. On that basis, with which 
I agree, the 1956 nor the 1957 appropriation would change the char- 
ters under which they are operating. 

The Cuamman. The present status ? 

Mr. Anprews. Yes, sir. 
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The CuarrmMaNn. And the suggestions you made in this 613 were 
what ? 

Mr. Anprews. I suggested that if the application of the bill was 
to be made prospective, only with respect to charters executed after 
July 1, 1956, if that was the purpose, the language could be changed 
to make that clear, because as it reads now, I think it is subject to the 
construction of “all charters heretofore.” 

I had in mind the question that has been raised on the stand as to 
whether or not charters currently in existence might be amended to 
provide for the deactivation expense by the Government in view of 
this authority. 

The Cuarman. This wouldn’t affect the deactivation expense on 
charters now existing, would it? 

Mr. Anprews. I would not so hold it, sir, but I think if we clarified 
the language there wouldn't be any question raised. That was the 
only purpose; clarification. 

The CuarrMan. What was that suggestion ? 

Mr. Anprews. My suggestion was that following the parentheses on 
line 6, it be changed to read : 
shall be available for expenses incurred in connection with the activation, re- 
pair, and deactivation of merchant ships under the jurisdiction of the Secretary 
of Commerce which are chartered on or after July 1, 1956. 

The Cuarrman. Are there any further questions? 

Mr. Drewry ? 

Mr. Drewry. Mr. Andrews, what is embraced within the term “de- 
activation” ? 

Mr. Anprews. Maybe Mr. Hedbawny is better qualified to answer 
that than I. 

Mr. Hepsnawny. That is a technical term and generally what we un- 
derstand to be included in deactivation is all those expenses incurred 
to, we will say, cover the decks with preservatives and generally equiv- 
alent to mothballing the vessel so as to preserve it against the ravages 
of time. 

Mr. Drewry. In other words, it includes those items which are re- 
quired to put it back in the place where it was, in a fully preserved 
condition ¢ 

Mr. Hepsawny. That is correct. The vessel will be in class at the 
time of delivery back to the Government, so the Government has to 
take it and preserve it for future use. 

Mr. Drewry. It does not include the obligations of the charterer 
to return the vessel in class? He has to do that anyway? 

Mr. Hepsawny. That would be in addition. Under the present 
setup now, some of these operators are required to pay for that de- 
activation expense in addition to putting the vessel in class. 

Mr. Drewry. Mr. Andrews, in referring to the programs as I und- 
erstand your discussion of that point, this fund would apply to any of 
the 50-50 programs, wouldn’t it ? 

Mr. Anprews. Yes, sir. 

Mr. Drewry. As well as military aid? 

Mr. Anprews. Yes, sir. 

Mr. Drewry. And on the subject of what shape a ship is in after 
it has been returned in class and then taken out later, there is no 
stopping of the time for survey requirements under ABS? I mean, 


~ ent ae. 


ec 


VESSEL OPERATIONS REVOLVING FUND 47 


if a ship went in today and was in full class and was taken out 4 
years from now, it would have to go through a 4-year survey / 
” Mr. Anprews. I will take your word for it. I don’t know. 

Mr. Drewry. Well, it was meant to be a question. 

Mr. Anprews. I don’t know. 

Mr. Drewry. Can you answer that? 

Mr. Heppawny. Yes; I believe that it would have to, sir. 

Mr. Drewry. So while it may actually be in pretty fair condition, 
there are certain basic expenses they would have to incur just by virtue 
of the time it was laid up? 

Mr. Hepsawny. That is right. After they have taken it out again, 
if the survey period had expired, then it would have to go through 
another survey and then be put into the condition to meet those re- 
quirements; yes, sir. 

Mr. Drewry. One other question. Would the enactment of this 
bill which would go into effect on and after July 1 have any effect 
on the 1957 appropriation bill ? 

Would this act as a repealer, or would it in any way modify the 
provisions of the 1957 appropriations bill as amended ? 

Mr. Anprews. I haven’t given it very serious thought, Mr. Drewry, 
but it might very well. This does not change the basic authority. I 
would be inclined to say that it would. 

Mr. Drewry. This would supersede ? 

Mr. Anprews. I would be inclined to that view, but that is a curb- 
stone opinion. 

Mr. Atten. Would that be true if the record of this hearmg shows 
that the bill was intended to accomplish the result of amending the 
appropriation bill ? 

Mr. Anprews. If it were to show that it was intended to accom- 
plish ? 

Mr. ALLEN. Yes. 

Mr. Anprews. I think it would clearly be so then; yes. 

Mr. Auten. Just for the record, that is what I intended it to do 
when I introduced my bill. 

Mr. Anprews. My curbstone opinion is that it would, but if that 
was the intention, [ think it would be very desirable to have the 
hearing clearly indicate it. 

Mr. Drewry. I haveno further questions, Mr. Chairman. 

Mr. Aten. Mr. Chairman, I have one other question. Mr. An- 
(lrews, it occurs to me that we have been discussing two separate sit- 
uations which may be involved in House Joint Resolution 613. 

On the one hand, it seems to me that the law should provide the 
circumstances under which chartering might be entered into and the 
criteria under which the Maritime Administrator or Board determines 
whether or not a vessel should be chartered. 

On the other hand, it would seem to me that there should be pro- 
visions as to how the fund for activation, repair and deactivation 
should be handled. 

Is it fair to say that House Joint Resolution 613 is intended to 
operate only in that second province with regard to how the fund 
shall be handled and does not change in any way the authority of 
the Maritime to charter or the circumstances under which it is per- 
mitted to charter? 

Mr. Anprews. Yes, sir, I think that is a fair statement. 
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Mr. Auten. Thank you, Mr. Chairman. 

The CHatrman. What type of vessel would not come under this 
provision, since the major part of the cargoes now are directly or 
indirectly connected with our aid programs. 

Mr. Anprews. Mr. Bonner, I don’t know that I could put my finger 
on any of them, but I think the Lykes Bros. have a liner service, a 
regular liner service, and they have chartered two vessels under this, 
and I believe probably package freight. 

The Cuamman. They handle generally aid cargoes? 

Mr. ANnprews. Not exclusively, no. The fund as we viewed it con- 
templated operations solely for the government-generated cargoes. 

The CHairman. That would then only apply to ships carrying 
solid cargoes of Government-generated materials? 

Mr. Anprews. Mostly to vessels that wanted a general agency op- 
eration, Government-owned and -operated for Government accounts 
solely. 

The CHarrman. So if they were to charter vessels to a subsidized 
line that charter wouldn’t function under this? 

Mr. Anprews. No, sir. You mean under the fund as it is now co- 
stituted ? 

The Cuarrman. As it would be constituted. 

Mr. ANprews. Yes, sir; it would be under this. 

The CHarrman. All ships then would be ? 

Mr. Anprews. Yes, sir. 

The CHarrman. Whether they carry emergency and aid cargoes or 
whether they didn’t ¢ 

Mr. Anprews. That.is correct. 

The Cuarrman. All ships would be. 

Mr. Anprews. As I sialbahbnadh Mr. Bonner, the theory that they 
are expounding is that rather than use Government-owned vessels un- 
der general agency operations, or to take the Government cargoes out 
of the commercial market, they prefer this method by which they 
would bareboat-charter to private operators and no strings tied to 
what the operator does with the vessel, the theory being presumably 
that if they put enough vessels out of the reserve fleet it will reduce 
the charter market. 

The CHairman. It is your understanding that that is the aim of 
the Maritime, to bring down the charter cost or the freight cost? 

Mr. Anprews. Yes, sir, and it is my understanding further that this 
H. J. Res. 613 would authorize them to do that. 

The Cuarrman. Thank you, sir. 

The next witness will be Colonel Syran. 


STATEMENT OF COL. ARTHUR G. SYRAN, TRANSPORTATION DIREC- 
TOR, INTERNATIONAL COOPERATION ADMINISTRATION 


Colonel Syran. Thank you very much for this opportunity, Mr. 
Chairman. I don’t have any prepared statement to make, but I would 
like to express the opinion that under the provisions of the bill, your 
admonition and cautionary words to the Chairman of the Maritime 
Board would hamper the Maritime Board in exercising its discretion- 
ary power to give relief to conditions that are extremely difficult at 
this time, and they should be in a position to exercise considerable 
discretion as conditions occur from time to time. 
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The Cnamman. I would want them to have that, but you heard 
the witness read this sentence from a formal report. You were in- 
cluded in that group. 

Colonel Syran. Yes, sir. 

The CHamman. Why didn’t the witness know what would be the 
condition at this time when they have been meeting since last March ¢ 
There is a way that you can forecast what the tonnage will be from 
period to period; isn t there ? 

Colonel Syran. I can answer that question, Mr. Chairman. 

If you mean programing week by week and month by month during 
the whole period, obviously that cannot be done because the program- 
ing of agricultural surplus commodities depends upon the demand 
from time to time as the needs of a particular country might appear. 

For example, yesterday in the press there was the request from Iran. 
Public Law 480 speaks of 

The Cuarrman. We won’t go into all that, but you have had this 
coal deal a long time; haven’t you? You have had the coal? 

Colonel Syran. Yes, sir. 

The CHarrman. That has been pictured here as a large movement. 
Everybody knew this coal movement was contemplated. 

Colonel Syran. Yes, sir. 

The Cuarrman. Why didn’t you come up with that? 

Colonel Syran. We did. 

The Cuatrman. Whom did you go to? 

Colonel Syran. To the whole group. 

‘The CuairMan. They said they didn’t know anything about it. 

Colonel Syran. Here is a picture for you, Mr. Chairman, as to 
what actually has happened. (Witness refers to chart C entitled: 
“United States Exports Bulk Cargo Shipments—Coal and Grain— 
January 1954—June 1956.”) There is the coal and grain require- 
ments, and particularly the coal requirement, and you can see what 
has happened since 1954, all through 1955. 

In 1955 all of this coal, with very few exceptions, was based on 
commercial procurement. The rate at which this coal is now moving 
is about 3 million tons a month. This compares with the coal exports 
from the United States back in 1952 and 1951. 

The Coal Committee of the OEC now tells us that Europe is going 
to buy at the rate of 40 million tons for the coming year. If the 
market is as tight as it is where foreigners with their own dollars are 
paying the NSA rate plus, there must be great demand for that coal. 
The demand is due to industrial productivity. 

We are moving tremendous quantities of coal to England and carry- 
ing it to Newcastle, and they are paying for it out of free dollars. 
If conditions are as bad as they are today, can you imagine what is 
going to happen when there is that greater increase by lifting it up by 
something i in the nature of 500,000 or 600,000 tons of coal per month ? 

There is at the present time a restraint and that coal is not being 
placed on the market for shipment because of the known fact that 
vessels are not available. Let me recite, if I may, sir, some figures, 
and I can make these figures available. 

These are the figures published by the Association of American 
Railroads as to dumpings: January 1953 exports from the United 
States, 1,684,000 tons; January 1954, 913,000 tons; January 1955, 
1,349,000 tons; January 1956, 3, 485.000 tons: Febru: ry 1953, 1.013.000 
tons; 1954, 747,000; 1955, 1,900,000 ; 1956, 3,111,000 tons. 
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1953 in March, 880,000; 1954, 960,000; 1955, 1,700,000 ; 1956, 2,990,- 
000. This goes as far as April. This is the normal time when ships 
and demands should be lessening. It isn’t lessening. The demand is 
increasing. How good conditions are as far as demand, far exceeding 

supply, is that there are roughly 25 tankers in the grain trade today 
and moving cargo and presumably sometime in September they are 
going to go out of circulation. 
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Let me have those other two charts. What has happened to the 
rates? The question arises, sir, if this flexibility is denied the Mari- 
time Commission, and if American-flag vessels are not put in circula- 
tion as to whether this is in the nature of an indirect subsidy to for- 
eign-flag operators. 

This, sir, is a chart that I demonstrated here before this honorable 
committee a year ago. (Witness refers to chart A, entitled, “Yugo- 
slavia Tramp Grain Rates, etc., July 1954—January 1955.”) At that 
time we took as a sample of rates, Yugoslavia. Notice, if you will, sir, 
that in July 1954 foreign-flag vessels were getting $7.50 a ton for the 
movement of grain from the United States to Yugoslavia. 





Ne eT ie IRR ii ae a ET SE it DO a em 








































VESSEL OPERATIONS REVOLVING FUND 53 


Note, if you will, sir, that in May 1956 we were paying $17.20 to a 
foreign-flag operator. (Witness refers to chart B, entitled, “Yugo- 
slavia Tramp Grain Rates, etc., January 1955-May 1956.”) In the 
last movement to Turkey, we used five foreign-flag vessels. Not a 
single American was available, and in practically all instances we 
paid them the NSA rate or higher, which was an understanding of 
what the rate was, beyond which it is unreasonable. 

In January 1955, the NSA had established a rate of $15.65. Amer- 
icans were getting $15.15; foreigners, $11.75. In February the NSA 

raised the rate from $15.65 to $16.80. We paid $15.65 to Americans. 
There weren’t any foreigners in that month. Another, $15.65; for- 
eigners, $13 during the month of May 1955. 

November, $15.35 and foreigners came up to $13.60. In January 
1956, Americans $15.40. Again, $15.65, which was the old NSA rate, 
and foreigners, $13.75. Then in March, $16.65, foreigners $15.50, 
and the rate by NSA was raised again to $17.20. We paid $18.75, in 
April 1956, the foreign-flag operators, $17.20. 

The CuarrmMan. What is that last one? 

Colonel Syran. The last one is all foreigners, $17.20 foreign-flag. 

The CuarrmMan. A month? 

Colonel Syran. A month; that was the rate for a trip. 

The Caatrman. What month was it? 

Colonel Syran. That was May 1956. This tremendous increase is 
compelling us because of the shortage of vessels to pay simply fan- 
tastic rates for foreign-flag vessels because there aren’t any American- 
flag vessels. 

We have to move the cargo and as we move it we take any ship that 
isavailable. It has been known that this trend has been going up, but 
it has only been in the last 2 months that we found out that the new 
estimate of the Coal Committee for Europe was going to be in the 
nature of 40 million tons, privately operated. 

In the movement of this grain—this is ICA alone—we do not have 
physical possession of the cargo to do the actual booking. This is 
done by statute through commercial channels and in ac tually mov- 
ing these goods the demand goes in the market under normal con- 
ditions and we are actually financed. We are dealing with 69 ves- 
sels in connection with tramp vessels. Last yee ur we paid in freight, 
the ICA alone, the United States Government, $35 million to Amer- 

ican-flag vessels for the movement exit the U nited States, and in the 
prer edig 5 years we paid roughly in he neighborhood of $300 million 
in freights to tramps, American-flag solely. 

E ighty percent of all our dollars that we have spent have gone 
to American- flag vessels. As far as the 50 percent provision, we 
have gotten 55, 56, or 57 percent. The last time you admonished 
us that we better be certain that no interference was made with 
privately owned operators, and we also said to you then, sir, that in 
our opinion if there was any difficulty in moving surplus agricul- 
tural products, the 50 percent provision in no way would defer the 
movement of that cargo. 

It didn’t stop it, because if they reached the point beyond the plane 
at which the National Shipping Authority said the rates were fair 
and reasonable, we were free to go out in the open market. Well, 
we were free to go in the open market and this is the result, $17.20. 
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If a foreign-flag made a profit of $7.50 and if the National Ship- 
ping Authority felt that $15.65 and $16.80, beyond those points it was 
unreasonable for an American-flag operator to charge, what about 
the foreign-operator who had $17.20? 

If we ask for programs we have programs. Our programs are 
3 million tons, small, but we are right in between the squeeze, be- 
tween what the operators are trying to get and what we are trying to 
get. We feel that some measure of relief must be granted if we 
are to move principaily the agricultural surplus commodities that we 
are required to move under section 402 and under title II of Public 
Law 480. 

We have programs of approximately 3 million, and I will recite 
what they are. 

The CuHarrman. You have authority to put out ships if ships are 
needed. 

Colonel Syran. This is the position we are in, Mr. Chairman. We 
think in our own opinion that the preferable way is for the indi- 
vidual private operator who feels that these statutory provisions, 
which have been made for his benefit—and I am paraphrasing your 
comments in your report of a year ago—have also a responsibility to 
the United States Government to assist it in moving programs be- 
longing to the United States. 

Its part of the money, foreign policy and the disposal of surplus 
agricultural commodities and the like. If they receive the benefit of 
the 50-percent statute, there must be some return to the Government 
sense of responsibility. If a private operator knowing the shortage 
of cargo comes before the Maritime Board and says, “I want to supple- 
ment my privately owned fleet to move these cargos,” it should be 
made easy for him to acquire that. That would be the most desirable 
way. 

Second, it would be most desirable if the Maritime Commission 
operated it. Finally, if the Maritime Commission doesn’t have the 
money or lacks authority to make available ships to shipowners be- 
cause he saddles on them the cost of the breakout, the private operators 
are hesitant to do that, so it comes back in the final analysis to the 
Government agency that seeks to make these cargoes available to offer 
to make the money available for the breakout expense. 

We have asked the Maritime Administration for 30 vessels to assist 
us in moving these cargoes now. The market is anywhere from 6 to 9 
weeks behind schedule. We have offers today for ships, for July, at 
$2 and $3 above the maximum National Shipping Authority rates. 
We want to move the cargoes now. 

We are told in some instances that an operator will say, “I would 
like to go to Pakistan, or maybe I will go to the Black Sea, or maybe I 
will go here. Take me or leave me.” In the 5 ships for Turkey here 
last week there was 1 American offer in and then he canceled out 
because he didn’t think the rate was sufficiently attractive for him, so 
we turned around and I think we got a Norwegian, and I think we paid 
him the NSA rate. 

If we do not have any assistance this is not an aid to the American 
merchant marine. It is an aid to the foreign merchant marine, par- 
ticularly the escape countries, and we are actually paying that amount 
of money. 


The Cxarrman. He has had the money to break out ships. 
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Colonel Syran. I don’t know. All I know is what I have been told. 

The Cuairman. This is not going to make him break out. This is 
not going to direct him to break out ships. 

Colonel Syran. I understand that, sir. 

The CHarrmMAn. In that report here, we cited that you folks should 
get together. 

Colonel Syran. We did. We have been diligently following our 

‘autionary terms. 

The Cuarrman. Well, you heard the Maritime Administration tes- 
tify that they don’t know what the cargoes were. 

Colonel Syran. No, sir; I think the statement perhaps is lacking 
in clarity. We met frequently. 

The Cu4rrman. Didn’t you hear them testify ? 

Colonel Syran. I think it wasn’t as completely answered as it 
might have been. 

The Cnarrman. What was his answer when I asked him the ques- 
tion about what were the cargoes today and what were the projects ? 
He said he didn’t know ? 

Colonel Syran. Mr. Morse mentioned some of the programs. 

The CuarrMan. Not Mr. Morse; his assistant. 

Colonel Syran. I think Mr. Sullivan maybe didn’t answer it com- 
pletely. 

The CHarrm ae Mr. Morse was the gentleman sitting in the con- 
ference with you ? 

Colonel Syran. Mr. Sullivan is the gentleman who chairs the con- 
ference and we are all in on that, and at that time conferences were 
had week by week. 

There have been instances where we have met twice a month. We 
frankly admit that the suggestion made by you at that time was an 
excellent one. We followed it and it has worked out ver y well. It 
has been extremely helpful to us, by actually meeting regularly, 
whether we had any business to discuss or not, but as the situation 
has developed this year, there was plenty of business to discuss, and 
Mr. Sullivan maybe didn’t elucidate as well as he might have, but 
he said some months ago that we are ready to take on applications 
for the breakout of vessels. 

I would like to also say this, sir: There have been instances where 
private operators have come to the Maritime Commission seeking 
relief to bareboat vessels and to sustain the cost, and there has been 
considerable opposition to their application. 

Pacific Far East applied for vessels to move the iron ore. There 
was a question of some 200 miners in Nevada that were going out 
because they couldn’t work on any more of the iron ore until ‘it cleared 
the port of Stockton, which had collapsed. Pope & Talbot came in 
and asked for several ships for the intercoastal trade because some 
of the vessels that had been in the intercoastal trade have gone back 
into the offshore trade. 

Last week Isbrandtsen by an annual contract with the French Ex- 
port Coal Committee wanted to charter 15 ships. There is a hearing 
now by Lykes, who want to supplement their berth for the movement 
of many of these surplus agricultural commodities, because in that 
instance that is a berth service and we now have the fats, and the oil, 
and the tobacco and the grain and the sorghums and the dried eggs 
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and dried milk and all the rest of the stuff that is going, and they 
need berth attention. 

So this has been known. I have a little clipping here on the British 
point of view from the British Chamber of Commerce and the London 
Economist. They are at a 5-year all-time high. This is an article 
that we had photostated. It seems to me that the United States Gov- 
ernment should not be required to pay such prices as we have had 
to pay, plus waiting 6 to 9 weeks to have the cargo moved at a date 
that is convenient to the operator and to a location that is convenient 
to him. 

The Carman. What we want to do is take on this House Joint 
Resolution 613. Mr. Allen? 

Mr. ALLEN. Colonel Syran, do you know how many tramp ships 
American-flag we have been dealing with over a year / 

Colonel Syran. I would say, Mr. Allen, so far as I know, the figure 
69 has been mentioned, which is a very small number, and they are 
applying to the ICA, to the Department of Agriculture, to MSTS 
and to the General Services Administration. 

We have instances where a ship has actually made the rounds in 1 
day raising the rate a little bit, 5 cents or 10 cents, but, sir, one thing 
that I must emphasize is this, sir: That in the increase in the rates, 
while the general market has risen, in the coal rate which has been 
privately financed, the market rises in 5-, 10-, and 15-cent digits, but 
where the United States Government is involved, and where the grain 
is to be exported out of the Surplus Agricultural Disposal Act, we 
jump 50, 75 cents, and in one instance a dollar a week. 

It seems to us that the reason for that is because we operate on a 
matter of great urgency and we must move that cargo rapidly. The 
market knows it and we have been very careful not to throw things 
in the market. 

We have worked very closely with the Department of Agriculture, 
with General Services Administration, and with the Maritime. We 
must be on the telephone, besides the meetings, sir, 3 or 4 times a day. 

In one item, with respect to grains alone, for the first 9 months, 
before this peak period, it cost us $13 million to pay freight for the 
first 9 months of this year for grain cargoes alone. We extended those 
figures as to what it would have cost us at the rates that prevailed last 
year. It would have cost us $11 million, or a $3 million increase, as 
compared with the preceding year where it would have cost us slightly 
less than $9 million, so that we are today paying $5 million for 9 
months more than we paid in the preceding period ending in March: 

The market still goes on and that is the reason why, since no one 
will break out any ships, we went to the Maritime Administration a 
week ago last Friday, and asked them to consider issuing out 30 
Victory vessels, and sir, these vessels, aren’t going to come out to- 
morrow morning. 

It will take them 3 or 4 weeks. In November the winter markets 
are going to come along. These vessels will give very little relief 
in this current period. Now, there is this: How long will the Euro- 
peans buy at that price? Will they cut off? Will it cost too much? 
Will they curtail? Will they run out of money? Will something 
happen / 

| don’t know, but from the best available information at this time 
of the year, when the market should be decreasing and there should 
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be an availability of ships, ships are in greater demand than they 
ever were before, so I think, and I express my opinion and I re- 
spectfully submit to this honorable body, that the Maritime Admin- 
istration should have the widest possible latitude to give relief to 
the United States Government in meeting these programs and that 
we should not. be allowed, in effect, to be aiding foreign-flag merchant 
marines, which we are actually doing today. 

Mr. Auten. Getting back to my 69 Libertys- 

Colonel Syran. I am terribly sorry. I apologize. 

Mr. Auten. Do you know whether the 69 tramps have been sub- 
stantially 100 percent occupied, though, in the past year? 

Colonel Syran. Oh, yes, sir. 

Mr. AtiteN. Could you tell us what the rate would be at a breakeven 
point of operations ? 

Colonel Syran. I don’t know, sir. I don’t know, as to breakeven 
point. That has been asked of me a number of times. I think that we 
can be guided by the Maritime Commission, and I think that they have 
been generous in what they have established as a fair and reasonable 
rate, as has been the cautioned statement here several times before this 
committee. 

The Cuatrman. What was that rate? 

Colonel Syran. Sir, it varies from place to place and period to 
period. I heard yesterday, I believe it was, that there was a charter 
made for a specific ship, ‘the Lewis Emory, Jr., 10 to 12 months, 
$70,000 a month. 

Here is a Liberty vessel that was sold by the United States Govern- 
ment at roughly half a million dollars. The same Liberty today in 
the open market, foreign-flag, is worth $1,300,000. It is reported in 
the newspaper today. There is no reason for almost a 20-year-old 
ship, a 15- or 18-year-old ship to be worth three times the amount that 
the United States Government got it for. 

The actual cost during the war to build those ships was not any 
more than about $1.8 million or $1.9 million. Obviously if a man 
could operate at $7.50 in July of 1954 and he is now getting $17.20, 
there is a big return on his investment. 

Mr. AtueN. Do I take it from one remark you made that you believe 
it might be good policy for the breakout charges to be recovered only 
partially i in the charters? 

Colonel Syran. For the best interests of the United States Govern- 
ment, sir, there are two factors: (1) Do we dispose of surplus agri- 
cultural commodities? (2) Do we utilize taxpayers’ money as con- 
tributed by the foreign aid programs to meet, well, a political situa- 
tion and an economic situation in accordance with the foreign activities 
of our Government? 

Those are big stakes and the Congress is appropriating billions of 
dollars. It also has Wee ac for the disposal of surplus agricul- 
tural commodities to a billion and a half. There is a bill in Congress 
right now to increase that. 

Yes, sir; it is in the best interest, for a matter of $100,000 per vessel. 
We have paid the cost of a breakout vessel and we have been paying it 
to foreign-flag operators, and we are getting nothing in return. We 
are paying that rate now, sir, so that ‘if a vessel is actu: illy repaired 
and part of that cost is recouped by the Government: (1) We deliver 
the goods to meet the policy of the United States; (2) we dispose of 
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surplus agricultural commodities; (3) we have a ship in operation that 
can go in the laid-up fleet, and God forbid, if any emergency actually 
occurs the vessel does not have to go in the ae yard and be fixed, 
with manpower used, and steel used, and other things. 

I think that there is a broader aspect than the pure, direct business 
aspect of it, and that if we look at it from the whole interest and the 
other appropriations made by Congress, it is in the best interest that 
Maritime have flexibility and that they should not be compelled to 
recoup every last penny they spend in the breakout. 

Moreover, there are indirect benefits. We have always talked about 
taxpayments being made by American-flag operators. Speaking of 
the repair yard, the yards in Europe are at an all-time high. You 
can’t get a ship built in a foreign yard today for 2 or 3 years. Amer- 
ican yards have no such thing. 

I even heard a conversation the other day, if I may dwell on it just 
1 second, that a foreign person was thinking in terms of building a 
ship in the United States because he could get delivery a year ahead 
of what he could get delivery of a brand new ship in the foreign yard. 
Hence, if he had the vessel in circulation for 1 year, it might pay him 
to pay the excess cost. 

That is just conversation, but at least it gives an indication of think- 
ing that is going on. So the yard would benefit, the employment 
would benefit, and the standby activity would be aaeae There 
are so many indirect benefits, sir. 

Mr. AtitEN. Can you tell me whether the time involved in the hear- 
ing of an application to the Maritime Board is sufficiently long that 
it causes a lack of ability to get American-flag ships available / 

Colonel Syran. It is too long, sir. It is too long. The one thing 
that is a little distressing to me is that in this Pope & Talbot appli- 
cation of which I testified on May 7, the examiner hasn’t rendered the 
report as yet,and itistoolong. It should be prompt. 

The conditions under which you come in to the Maritime Admin- 
istration for relief are that you wait until the last minute for a relief, 
for emergency conditions. Before ICA applied to the Maritime for 
the breakout of ships, I testified in the public interest in behalf of 
the application of Pacific Far East lines, in behalf of Pope & Talbot, 
in behalf of Isbrandtsen, and there is a hearing now going on before 
the Maritime Administration where I will again testify in the public 
interest, that vessels should be made available to private operators for 
relief of the current situation. We are being taken over, frankly. 

Mr. Auten. If the hearings were as speedy and the decision as speedy 
as would be required to serve your purposes, as you see them, how long 
would the maximum time be from the actual case to the decision ? 

Colonel Syran. I think that the information should be placed, sir, 
before the Maritime Board on 1 week’s notice. I think they ought 
to allow a week for deliberation on the merits so that you don’t have 
anybody going in anticipating or to exploit the availability of these 
vessels, but to give the people an opportunity to be reasonable and see 
that the application is well founded. 

Then I think in a matter of 2 or 3 weeks these vessels ought to be 
made available. 

Mr. Auten. Thank you. 

The Cuarmrman. Mr. Ray? 
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Mr. Ray. I have two questions, Mr. Chairman. One of them may 
not be related to this hearing. I get two interesting suggestions from 
your statement: One, that we are trying to set up a competitive situa- 
tion, and we are keeping our own competitive facilities idle, not taking 
the actions that would put them into the field. 

Colonel Syran. That is right, sir. 

Mr. Ray. No. 2, that we have a rate structure which provides too 
wide a margin of ’profit for our competitors without any margin of 
profit for us. 

Colonel Syran. Absolutely. 

Mr. Ray. And that raises the question: Isn’t a part of the remedy 
that should be sought an entirely different rate treatment so that you 
would get a really competitive rate and do your subsidizing where you 
had to on top of that ? 

Colonel Syran. This, of course, doesn’t affect the subsidized opera- 
tors, sir, because the regular scheduled berth operator’s rates, although 
they have gone up, have been reasonable, have been slow. 

They have provided the service. We have had no difficulties with 
them in demanding holding out of space. I know that Lykes held out 
some space for us here for some knocked down buildings. They held 
it open until almost the last minute and then booked some grain, which 
was quite all right, but the rate structure is somewhat different, sir. 

Mr. Ray. I didn’t make my question clear. The rate structure we 
have is not a competitive rate structure insofar as the costs of foreign 
competitors are concerned. It has a wide margin of profit for them. 

Now, we make the rate structure because that is what the American- 
flag ships have to have. In so doing, as we get up above what might 
be considered the competitive level, there is an indirect sort of subsidy 
involved. Iam not talking about the regular operating subsidy. 

Colonel Syran. Yes. We have been paying regularly for the last 3 
vears $2, $2.50, and $3 more to an American- flag tramp operator regu- 
larly, as a matter of course, than we have paid for a foreign-flag opera- 
tor because the statute says we are to pay rates for American-flag 
privately owned vessels and we have. 

The spread has always been $2, $2.50, and sometimes $3 but there is 
that spread. However, when the demand gets so high the spread isn’t 
any more, and we have had several instances, 5 cents or more, where we 
have paid 5 cents a ton more to a foreign-flag operator than we pay to 
the last American. 

The American comes up. He comes up a little higher and we pay it 
to him. 

Mr. Ray. I got out of your statement the impression that there was 
something wrong with our rate structure. 

Colonel Syran. No, sir ; there is nothing wrong with our rate struc- 
ture. My own feeling, for example, is that somewhere around $15 is a 
fair rate. Maritime had fixed it at $15.65, which is of small conse- 
quence. They raised the rate in February of this year from $15.65 to 
$16.80, and last month they raised it again to $17.20. 

I don’t know anything about the mechanics of making rates, sir. 

ee Ray. I think you ‘said that the foreign-flag ship made money at 

7.20. 

* Colonel Syran. Yes, sir; they must have. They were there. 

Mr. Ray. Partly because ‘of the rate structure we establish they can 
get a much more profitable rate ? 
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Colonel Syran. It isn’t the rate structure, sir. It is the excessive 
demand. 

Mr. Ray. That is the first part of the question, not using our com- 
petitive facilities, and not getting our ships into the field. 

Colonel Syran. That is right. 

Mr. Ray. However, there is a margin above the cost plus a fair 
profit for the foreign operator in the rate structure that we have. 

Colonel Syran. We have always used a rule of thumb, say, this: 
That at $15.65 for American-flag at that time, $2 or $3, or over $2.50, 
depending on whether it is coal or grain, $2 or $2.50 below that is a 
reasonable maximum figure for a foreign- flag operator, so you could 

say this is something in the nature of $12. 50 to $13. 

This is a maximum reasonable figure, $12 or $13 ; $17.20 are actually 
figures that we pay. 

The Cuarrman. Mr. Pelly? 

Mr. Petry. It seems to me that you have painted a very shocking 
picture. 

Colonel Syran. It is, sir. 

Mr. Petty. However, I don’t think the problem that you have de- 
scribed has anything to do with this particular legislation, because it is 
all Government-sponsored cargo; and, therefore, the Maritime Admin- 
istration has had the right all the way along to cure this situation, but 
they just haven’t done it. 

Colonel Syran. I was not aware of that. I was under the im- 
pression that they didn’t have, and my appearance here today, sir, 
has been that I might make an aside contribution for the consideration 
of this committee. 

Mr. Petty. You have, as far as I am concerned, when you showed 
those charts, which I had not happened to have seen before. 

The Cuarrman. That is the point I raised, Mr. Pelly. The Mari- 
time Administration can do all that the colonel wants right now. 

Mr. Petty. Why they have not broken out some ships under their 
existing ships authority to meet the situation is beyond me. There 
were about 130 applications, as I recall, before them; and I would have 
thought in view of the graph and projections that you have made they 
would have antic ipated this need and would have acted more swifty. 

The Cuatrman. Thank you very much. 

Colonel Syran. Thank you, sir. 

The CHarrmMan. Mr. Stuart, we are going to have to adjourn here 
now at 4 o’clock, so I want you to govern yourself accordingly. 

Mr. Srvuarr. I will try to. 

The Cuarrman. That concludes, as I understand, the Government 
witnesses. 

Mr. Stuart, do you represent all the tramp operators? 

Mr. Srvuart. Tramp-ship operators; that is correct. 

The Cuatrman. Is there anybody else who wants to appear for any- 
body in the berth liners service ? 

Whom do you want to appear for? 

Mr. Dewey. I would like to appear for the Pacific American Steam- 
ship Association. 

The Cuarrman. A berth line operator ? 

Mr. Dewey. That is right. 

The Cuarrman. Is there anybody else who wants to appear here? 
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All right, Mr. Stuart; I am going to give you the balance. I am go- 
ing to give ‘you up until 20 minutes of 4. You have 25 minutes now. 


STATEMENT OF JAMES B. STUART, PRESIDENT, ACCOMPANIED BY 
MARVIN J. COLES, ATTORNEY, AMERICAN TRAMP SHIPOWNERS 
ASSOCIATION, INC., NEW YORK 


Mr. Srvuart. I will read a little faster, and I would like to get to 
some of the points brought out by some of the previous witnesses. I 
think they are very important. 

The Cuarrman. You have 25 minutes. 

Mr. Srvuartr. My name is James B. Stuart. I am president of the 
American Tramp Shipowners Association, Inc., as well as an owner 
of tramp-type vessels. On behalf of the association, we respectfully 
wish to state our oppositon to the enactment of House Joint Resolu- 
tion 613 and H. R. 10987. In their place we request that the present 
existing authority to charter Government-owned ships be limited so 
as to permit such charter only in periods of true emergency. 

Our members believe in a privately owned American merchant 
marine. We do not believe that Government-owned ships in the 
reserve fleet should be permitted to compete with privately owned 
American vessels except under conditions of true emergency. We 
believe that shipping companies should not be permitted ‘to skim the 
cream of good periods of business by chartering Government tonnage 
and avoid the periods of shipping recession. We do not believe that 
shippers hoon be permitted to use Government ships merely to obtain 
lower shipping rates than exist in the normal commercial market. 
Our opposition to the two pending bills is based upon the fact that 
they would make charter of Government-owned vessels easier to 
obtain, would thus encourage such charter, and thus be detrimental 
to the long-range maintenance and development of a privately 
owned fleet. 

As the committee well knows, charter of Government-owned vessels 
is authorized under Public Law 591. That act was passed to limit 
chartering rather than to permit it, for Congress recognized as early 
as 1950 that continued chartering of Government tonnage was detri- 
mental to private new building and private purchasing of ships. For 
by that time it had become obvious that there was no incentive to 
purchase or build when the Government fleet could be chartered when- 
ever it became profitable to do so and the losses of periods of shipping 
recession avoided by not having any capital investment in ships. It 
is equally true today that if ch: artering of Government tonnage is per- 
mitted to continue, there is no incentive for American shipowners to 
build or buy new ships. 

Privately owned vessels must continue to be available in periods of 
bad business as well as during periods of profitable business. Actu: illy 
periods of firm rates must provide shipowners with the profits required 
to carry them over periods of losses. Moreover, individual rates alone 
mean little, as they may be high for a single voy age but low for longer 
terms of charter, and it is only a combination of the rates offered plus 
the period of time for which ‘the charter is made that determines the 
shipowner’s ability to maintain his operations. We feel it basically 
unfair to permit people to charter Government-owned vessels to com- 
pete with privately owned ships whenever it is merely cheaper for 
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them to do so. The results of such breakouts are invariably and 
inevitably to lower the rates for all American ships by increasing the 
available supply of vessels. By curtailing profits during our better 
markets, they make it impossible for us to absorb the losses of less 
prosperous times. So far as I know, American shipping is the only 
industry which is constantly threatened with competition from Gov- 
ernment-owned assets whenever a healthy market develops. 

Our principal objection to proposals in this bill and that of Con- 
gressman Allen for the Government to pay for the activation, repair 
and deactivation costs is that such procedure would make it more 
simple for Government ships to be chartered, would increase the 
demand for such ships, and would result in unfair competition to 
private owners who must bear all the expense of repairing and main- 
taining their own ships, as well as having to operate them through 
bad periods as well as through good. Moreover, payment by the 
Government of this breakout and lay-up cost. would be unfair to the 
taxpayers in general, as it would be impossible for such expenditures 
by the Government for such amounts to be recouped through charter 
hire unless such vessels were kept in charter operation for extended 
periods. Actually, unless the vessels were kept in operation for at 
least a year and a half, it would be impossible for the Government to 
break even on its costs of reactivating a Liberty-type ship, thus giving 
the charterer a vessel without any commensurate return to the 
Treasury. 

We believe that the chartering of vessels from the reserve fleet, 
except in cases of actual emergency, is an active deterrent to the 
growth of the private American merchant marine. The ability to 
charter Government-owned ships at very favorable rates removes any 
incentive by operators to buy or build new vessels. Moreover, the 
owners of tramp vessels are not willing to rebuild or expand their 
fleets if they know they will be faced with the competition of Govern- 
ment ships whenever rates reach a profitable level. Operators who 
seek to charter Government ships are naturally unwilling to invest 
their capital to buy ships when they can have all the benefits of ship 
ownership during periods of prosperity without the headaches and 
losses of such ownership during periods of shipping recessions. En- 
actment of the proposed bills would emphasize these factors by making 
it easier and less costly to charter Government-owned ships and hence 
making it even more difficult than at present to develop and maintain 
a privately owned American merchant marine. 

We find objection to the proposed bill not only as shipowners but 
also as taxpayers. ‘To activate, repair, and deactivate a Liberty ship 
we estimate would cost from $150,000 per vessel upwards. The charter 
hire paid to the Government at the 15 percent statutory rate for a 
Liberty ship is approximately $8,000 a month. In order merely to 
repay the $150,000 cost of reactivation, these ships would have to be 
retained under charter about 19 months before the Government would 
receive back what it had paid. In the event it were returned before 
the 19 months period, the taxpayers would have to absorb the actual 
loss represented by the difference between the cost of activation, repair, 
and deactivation and the charter hire received. To permit Govern- 
ment ships to remain out under charter long enough for the Govern- 
ment to be reimbursed for the breakout and deactivation costs would 
mean that they would be retained in competition with privately 
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owned ships long after the need for using Government ships would 
have passed. While payment of the activation, repair, and deactiva- 
tion cost by the Government would make ships available to charterers 
at lower rates than if the charterers pay the breakout costs, it will be 
seen that such payments by the Government would be at the direct 
expense of the taxpayer and would constitute a pernicious form of 
indirect subsidy to the charterer. 

The rates paid for our tramp ships, and the period for which they 
are chartered, depends upon the basic laws of supply and demand. 

We now have approximately 70 privately owned vessels engaged in 
so-called tramp operations. Less than 2 years ago, when we had 
double that. number, our rate structure was so affected by the over- 
supply of ships that our entire fleet was threatened with extinction 
because the excess number of vessels drove the rates so low that almost 


all were forced into saailDs 


The program to transfer half of our tramp fleet was designed to 
eliminate the overtonnaging then existing and to permit the remain- 
ing half of our tramp fleet to survive by bringing the number of re- 
maining American ships into balance with the normal demands for 
such vessels. 

The Government has over a thousand Liberty ships in its reserve 
fleet: the inevitable result of chartering even a small proportion of 
them will be an overtonnaging of the American tramp market. Again 
the rates of privately owned American ships would inevitably fall to 
a point where they can no longer continue to operate profitably over 
the long term. For it is abundantly clear that if in periods of pros- 
perity our rates are lowered and the period of time for which they can 
be chartered is lessened, it would become increasingly difficult, if not 
impossible, for them to survive the periods of losses. Actually, the 
mere threat of the breakout of Government ships acts as a deterrent to 
the charter of privately owned vessels. On many occasions owners of 
American-flag ships have been told by proposed charterers that if we 
did not charter to them on their terms and conditions they could obtain 
Government vessels from the reserve fleet. 

May we also invite your attention to the fact that the breakout of 
Government vessels also tends to defeat the purpose of Congress in 
enacting the so-called 50-50 legislation for American-flag vessels. 
Grovernment cargoes carried on Government-owned bareboat char- 
tered ships are included in the American percentage of 50-50. There 
is thus no diminishing of the volume of cargo available for the foreign- 
flag ships under our foreign-aid program. But the use of Govern- 
ment-owned vessels reduces the portion of 50-50 which is available to 
the privately owned American-flag vessels. 

We believe that today’s so-called shortage of ships, which is relied 
on by those advocating the breakout of Government ships, is caused by 
failures of shippers and Government agencies concerned with shipping 
to adequately program their shipping needs in advance. While ves- 
sels are said to be in short supply, we believe that no charterer who has 
sought private vessels in the commercial market for periods ahead in 
accordance with commercial practice has been or is unable to obtain 
the tonnage he requires. 

May we also point out that while the rates are said to be high, they 
are obviously not unreasonable in that they are still below the National 
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Shipping Authority rates plus the increase in operating costs which 
have accrued since those rates were established. 

May I invite your attention to the fact that American-flag Liberty 
vessels can be time chartered for a year at about $62,000 per month. 
Our basic costs as shown by the attached schedule are $58,034 per 
month. We do not believe that the resultant profit of about $4,000 
per month is out of line in view of the large investment in our vessels 
plus the fact that this profit, after payment of taxes, must be used 
to carry us over the bad periods. 

Our basic opposition to this proposed legislation is that payment 
of the activation, repair, and deactivation costs by the Government 
would make charters of Government-owned vessels easier to obtain 
and result in greater and more unfair competition by a Government 
merchant marine with a privately owned merchant fleet. Rather than 
encouraging the charter of Government-owned ships by paying for 
their breakout and lay-up costs, we believe that presently existing 
eer authority should be permitted only under truly emergency 
conditions. 

We would further suggest that the charter of Government ships in 
such emergencies be permitted only for carrying Government-aid car- 
goes, and then only with the proviso that cargoes so carried would 
not be charged against the 50-50 portion for American-flag vessels 

We also suggest that in no case would Government-owned vessels 
be permitted to be chartered except where rates for consecutive vor 
ages of American-flag privately owned vessels are in excess of the 
rates set by the National Shipping Authority, as amended to reflect 
any increased labor or other costs. 

May we further suggest that if any ships are bareboat chartered 
that the charterer be required to return these vessels to lay-up as 
soon as privately owned vessels are offered to take over the work at 
or below the aforesaid NSA rates, as amended ? 

Lastly, may we suggest that if the Government were to bear any 
activation, repair, and deactivation costs, that the charterers be re- 
quired to pay additional charter hire to insure that the Government 
is properly recompensed for the use of its vessels ¢ 

The problem posed by the demand for charter of Government-owned 
vessels is a very serious threat to the privately owned American mer- 
chant fleet. Knowing that you and your committee have always been 
advocates of a privately owned merchant marine rather than a gov- 
ernmental merchant fleet, we feel confident that when all the facts 
are made known and you and the committee will take such action 
as is in the best long-term interests of our American-flag fleet. That 
is my prepared statement. 

Mr. Chairman, there has been much talk here about the shortage 
of ships. I wanted to be as brief as I could. I have with me letters 
from various owners of our association. We have approximately 20 
ships available unchartered at this moment, for delivery within the 
next few months, starting in June, continuing through July, August, 
September, right down through November. These owners mailed these 
letters to us. We requested them. We used them in previous hear- 
ings, and it is positively fantastic to me to hear the assertions that 
were made here today about the unavailability of American tonnage 
at unreasonable rates when we have the ships right here. 
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I have two ships that I was negotiating with a private commercial 
charterer, American ships, and just the fact that a heari ing was being 
conducted here in Washington was sufficient to make him withdraw 
from the charter market, so that, when we speak of what effect the 
breakout of Government-owned vessels would have on the market, 
I tell you that not one ship, but the mere thought that a hearing was 
taking place was sufficient to depress the market. 

Last week you couldn’t buy an American ship because there was no 
seller willing to sell an American ship. They were very happy in 
having American- -flag ships. I got home on Friday and I got several 

calls from brokers that night at home offering to sell American-fi: ag 
ships at $15,000 to $20,000 less than the previous sale made the week 
before. There is no question of doubt in my mind that these hearings 
alone are sufficient to depress the market. That is a matter of fact. 

Now, the hearings before the Maritime Board are of tremendous 
damage to the merc chant fleet right at the moment. What amazed me 
completely was the fact that there is an application that is being 
heard at the present time wherein Isbrandtsen is seeking to bareboat 
charter 15 Government-owned vessels. That is based on a contract 
that has been consummated with Attic which represents French coal 
interests to move coal to France on American ships, something that 
has never been done before. Up to now the French moved their coal 
on foreign-flag ships. Today they are offering rates higher, much 
higher to American-flag vessels, but they would not pay those rates 
to foreign ships where they can get all they need. 

I discussed this with one of the brokers for the French and, to my 
utter amazement and surprise, he said, “This is nothing else but an 
attempt to put a lid on the mar ket. 

This is a serious statement I make to you today, gentlemen, but it 
is a fact which I cannot help but conclude is a true fact. That is that 
this application through Isbrandtsen—and I understand that there 
are several owners that are prepared to do the same thing—is nothing 
more than a conspiracy to break the market. I say that they are 
trying to use Government-owned tonnage to achieve this purpose. 

That is a very serious statement, but it is a mental state that I 
have come to after discussing this with many people. It is the most 
natural thing in the world that they can go into the market and get 
the foreign- flag ships at a cheaper rate, and I have a telegram from 
one of the members of the association saying that he offered to move 
this coal at cheaper rates and they absolutely turned him down. How 
else we can construe such an action, I do not know, but I think it 
is very, very obvious that this whole thing is nothing more than 
a little conspiracy to control the entire market. 

As far as the statements of Colonel Syran, I do not wish to disagree 
with the colonel, but I do not see how he can sit here and say that he 
has this tremendous need for ships. He spoke the other day at one 
of the hearings in which he supported an application for breakouts, 
that he may need something like 125 ships. A statement like that 
plays absolute havoc in the market. 

I am speaking of having 20 ships available for Colonel Syran. We 
prefer to fix our vessels to , Government agencies. We have repeatedly 
requested an opportunity to sit down and discuss this possibility with 
him. 
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How are we going to allocate our vessels? We have not had the 
response and cooperation we think that we should get, in view of the 
fact that it is a comparatively tight market. We are not closing our 
eyes to that fact. 

Colonel Syran was very forceful in his presentation, but I really 
cannot go along with the statements. It was Colonel Syran that sat 
here and was opposed to the 50-50 legislation only about a year ago. 
I am prepared at this very moment to fix two vessel with Colonel 
Syran at rates with an increase which we expect this coming June. 
We are expecting an increase in wages now. We are very much aware 
of the fact that we are bound by a ceiling of reasonable rates, but it 
was the same agencies that cake a short while ago tried to get us 
down and didn’t care if we were losing money in our operations. 

It was stated by counsel this morning that Admiral Denebrink 
prided himself that he was able to obtain a vessel at $1,100. Pacific 
Far East wanted $8.75 a ton. They made a bad deal and expected 
the Government to come in and bail them out. 

There is one further thing I would like to state here. Much has 
been said about this 591, this statute, and about the three requisites 
as to whether it is required in the public interest, whether service is 
adequately served, and whether vessels are available at reasonable 
rates. That is what the statute reads, but let us take the whole Mer- 
chant Marine Act of 1936. I may be wrong, but in my thinking I think 
that that should prevail. In other words, the whole policy of that act 
was to protect the American merchant marine. 

When we go into these hearings and are told that we can’t intro- 
duce this or that, and that that is to the detriment of the American 
merchant marine, I think that this 591 should be subjugated, should be 
subordinate to the main purpose of the Merchant Marine Act of 1936. 

I am prepared for any questions if you would like me to prove a 
lot of these things which I said as to charter or availability of ships. 
I have documents which I will be happy to submit. 

The Cuarrman. Mr. Stuart, frankly there was quite a difference in 
the rates of foreign and American-flag ships, tramps, and now they 
are the same. How do you account for that ! 

Mr. Srvart. Well, it is very simple. 

The Cuamman. We have given your American-flag ships half of 
this cargo. We have assured 3 you of that. Now you have this condi- 
tion where the foreign ship is charging as much as your ship is 
charging. 

Mr. Sruart. The foreign ship has no NSA authority to regulate 
its rates. 

The CHarrman. I understand that. There is nobody regulating 
your rates. 

Mr. Sruart. Yes; we have, because we know that, if we don’t come 
in at reasonable rates, that we have this breakout situation. We are 
not doing that. Weare willing tocome in. If you hear of a particular 
fixture being made, I heard this morning $55,000 and $56,000. 

The Cuarrman. Wait a minute. Do not go into that. You saw the 
charts, sir? 

Mr. Srvuarr. I saw those charts, sir. 

The Cuarrman. Do you think that they are correct or incorrect? 

Mr. Srvuarr. That the foreign rates have gone up, there is no 
denying that. 
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The Cuarrman. You are all equal. 
Mr. Stuart. Approximately ; pretty close to it. 

The CuarrMan. You are pr otected with half of the cargo. 

Mr. Sruarr. Half of that cargo; that is right, sir. 

The Cuamman. Yet those rates are up. “Is it not proper for me to 
assume that there are not enough American-flag trampers on the sea 
if that condition existed ? 

Mr. Srvuarr. Well, I don’t know what the purpose of the reserve 
fleet is, sir, because, if we speak of having enough ships available 

The Cuatrman. I am not going into the purpose of the reserve 
fleet. You transferred these tramps last year and have been trans- 
ferring some this year. Now this condition exists. 

Mr. Srvuart. The tramp ship program I don’t think affected this at 
all. 

The Cuatrman. That is what you represent. 

Mr. Sruarr. No, I am merely stating that the ships are still avail- 
able, whether flying the American flag or a foreign flag. They are 
still available. 

The Cuatrman. The ships are not available. 

Mr. Stuart. Here are 20 ships that Iam indicating. I offered these 
ships to Pacific Far East right on the stand. I appeared i in that hear- 
ing. I offered them at the Isbrandtsen hearing. The ships are still 
available. I have cables from owners. Here is one, an offer to Colonel 
Syran sent yesterday or I believe the day before, a Mariner for grain. 
It wasn’t accepted. It is still available. I just don’t understand it. 

The Cuatrman. Explain that chart tome. I understand that. Will 
you explain that to me! 

Mr. Stuart. Rates have gone up in the foreign market. 

The Cuatrman. You are both at the same rate, the foreign and 
American ship ? 

Mr. Srvarr. i. that is no reflection on the American rate. 

The Cuairman. I did not say that it was a reflection, but you know 
that there is quite a difference in the cost of operation between the two 
ships. 

Mr. Sruarr. That is correct, sir. 

The CHamman. If that is the case, something has caused that. 
Now, what has caused it ? 

Mr. Srvuart. There is no question of doubt about it. There is a 
demand for tonnage, for vessels. The greater the demand, the more 
rates will go up. I say that a lot of this could be avoided with proper 
planning, and there is still time for planning. 

The Cuamrman. Suppose they had not transferred these ships. This 
situation would not have arisen. 

Mr. Stuart. You would have the same situation. 

The Cuarrman. You would? 

Mr. Srvarr. Because there would be more ships available to move 
the 50-50 cargo; because the colonel said he turned to the portion that 
was foreign the moment there weren't ships available. 

The Crarrman. I have been on your side to see that you got 50 per- 
cent of the cargo, but the situation now is sort of out of hand. Some- 
thing is wrong and, if you cannot explain it now, and offer some 
remedy for it, “then something has to be done about it. Just to say 
that it is perfectly all right for foreign ships to have this high rate, 
and so forth and so on, does not satisfy me at all. 
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Mr. Srvart. I am not saying what the foreign vessels should charge. 
We have no control over that. 

The CHarman. Mr. Allen. 

Mr. Auten. Mr. Stuart, I think the chart showed that the rate went 
from about $7 to over $17 in the course of a year or so. Somewhere 
in there I would presume that the American-flag operator was losing 
money, and then got to a break-even point, and then started to make a 
profit. Can you tell me at what point on the average the break-even 
point would be reached on that particular rate / 

Mr. Srvarr. Well, I would have to stop and figure that out. 

We know that we have an operating cost and overhead included, and 
all, of roughly around $58,000 a month. We would have to convert 
that to time charter, and at that point find exactly where that point 
would be. You speak of $7 and you have to make a whole compu- 
tation of what a time-charter rate would be. 

Incidentally, I might mention that we are speaking of these rates 
and we speak of them as fixed figures, and it is not so. I speak of a 
$58,000 operating cost per month. Yet I have found situations where 
we sent the vessel on a voyage and not on time charter, and you wound 
up with a $100,000 loss because you might have gotten stuck in some 
port by delay or heavy weather. I am speaking of personal experi- 
ence now. So that even that is not an infallible rule, even if you are 
generous with what a break-even point or a fair and reasonable rate is. 

I would like to get your point, sir, and maybe I could answer. 

Mr. Auuen. I am trying to figure out whether we are now in an era 
where we have a short supply, and, therefore, are in effect making an 
exorbitant profit available only because we are shorting ourselves on 
the ships. 

Mr. Sruart. Well, when you speak of the exorbitant profit, I assume 
that you are speaking to the foreign and not the American operators. 

Mr. Auten. I am talking of the American operators. 

Mr. Sruarr. I can’t see that, sir, because the rates, as I have seen 
them, were right around the NSA rates. 

Mr. Auten. That does not seem to be much security to me now be- 
cause I do not know how those rates are fixed. Particularly, I do not 
know why they went up twice during a year. 

Mr. Sruartr. We had an increase in costs, in labor costs, and this 
coming June we will have another increase, I assume somewhere in 
the vicinity of $15,000. It might be higher or less. 

Mr. Auten. Do you know how the NSA rate is computed ? 

Mr. Sruarr. Not exactly. I have tried to find out and have been 
unable to. 

Mr. AEN. Is it a rate that is computed to give a reasonable return 
on the capital, or is it a rate that is computed by taking world con- 
ditions and finding an average figure ? 

Mr. Sruart. I assume that it is based on giving a reasonable return 
on your capital investment. 

Mr. Auten. You do not know that? 

Mr. Srvart. [ really don’t know the exact basis for it. 

Mr. ALLEN. I take it from your statement that, at the current rates, 
you are in a period of good times which you would like to continue to 
offset some of the bad times that are anticipated. How much of 
a good time is it at the present rates? What returns on the capital 
are being earned during the current year ? 
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Mr. Sruart. We have some figures attached to our statement and, 
if you would care to look at it, 1 think you will find a lot of answers. 

Mr. Auten. I have found all the answers but that one. 

Mr. Srvarr. I might say, in passing, that we have heard it said 
time and again how foreign seglh are feverishly building new ships, 
and it is not so in American yards. I think one of the reasons is the 

rofit motive, that foreign operators find that they can make a really 
Saiactens profit during good times and make sufficient money to go 
ahead and order their new tonnage, whereas in American operations 
we have such a hit-and-miss proposition and, except for this past 
year where we had the 50-50 legislation and coupled with the fact 
that the transfer program removed some of the overtonnaging in the 
American market itself, we find ourselves in a position where we can 
think of new building, but a thing like this comes along and it is a 
shocker. You say, “Wait a minute. Where am I going?” 

It is true that I am not happy to see the foreign rates where they 
are, but are we going to use this reserve fleet to control a foreign 
market and, by so doing, destroy whatever confidence we have cre- 
ated in the American market? That is the big fear and danger. 

I am perfectly willing to sit down with the Maritime Administra- 
tion, with Colonel Syran, with the MSTS, and, if we find we have 
a situation where there is possibly need for additional vessels, we 
can work out a systematic approach; but, when you hear that 125 
ships have to be broken out as testified to the other day, I didn’t 
get a chance to get back to New York because the phones were buzzing 
with “What is happening, Stuart?” People want to sell their ships. 
It hangs over our heads as the sword of Damocles. 

The Cuarrman. What could you sell a Victory Mariner for today ? 

Mr. Stuart. A Victory? The last sale that I heard about, which 
hasn’t ben delivered as yet, was $900,000. I believe the United States 
Lines sold the ship to one of the members of our association. 

The Cuamman. That cost the seller how much ? 

Mr. Stuart. I don’t know what it cost the seller, what he bought 
it for. I have no idea. 

Mr. Auten. The other question or observation that I make is that 
this bill before us seems to me to present the question as to whether the 
activation and deactivation and repair charges should be paid through 
a revolving fund procedure, or whether the costs should be appro- 
priated and the returns put into the Treasury. I do not see a 
that phase of the problem makes any difference to your problem at all. 

Mr. Stuart. I would say, Mr. Allen, in answer to that, that I think 
things should stay as they are. Let the charterer pay for those ex- 
penses. I don’t agree, but nevertheless there are applications pending 
with Maritime. There are 15 for Isbrandtsen, and Marine Transport 
has requested 10; Captain Nichols, 5; and Shepherd I think is an 
segment for another 5. 

There is no legislation for the Government to help in any way. 
Yet we have applicants. 

We have held off as tramp owners. We gave serious consideration 
of coming in and requesting bareboat charters. That is our 
business, tramp operation. If they are to be given, I think we should 
be entitled to them, being that we are in that type of business. We 
are, frankly, very much scared as to what repercussions that will 
have on the market. If we plan this thing out, I think we can hit a 
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happy medium if there is a true shortage. When I speak of having 20 
ships available to give to Colonel Syran or any other Government 
agency, that is not talk, when he comes and asks for 30 Government- 
owned vessels. 

The Cuarrman. At what price will you let him have them ? 

Mr. Sruartr. Reasonable rates. 

The CuarrmMan. What rates? 

Mr. Sruarr. NSA with reasonable costs because of labor increases. 
You are speaking of $61,000 today. Come June it will be about 
$63,000. 

The Coarman. Mr. Ray. 

Mr. Ray. Is the NSA group going to be heard in these hearings, the 
rate fixing group ? 

Mr. Sruart. I think Paul Sullivan testified earlier today, and I 
think he has a hand in the establishing of those rates and determining 
what is a fair and reasonable rate. 

Mr. Ray. I have a lot of questions which I would like to have clari- 
fied by Mr. Stuart but I cannot do it in 20 minutes, Mr. Chairman. 

The Cuatrman. Go right ahead. 

Mr. Ray. I will make a start. Maybe you wili close me off shortly. 

Mr. Stuart, on the first page of your statement you say— 

We do not believe that Government-owned ships in the reserve fleet should be 
permitted to compete with privately owned American vessels except under con- 
ditions of true emergency. 

You are pretty clear in your own mind that there is no emergency 
today ¢ 

Mr. Stuart. It depends on what we mean by emergency, sir. It was 
my interpretation that emergency was something of a national charac- 
ter, something that pertained to the safety, the welfare of the country, 
and if that is to be our construction of what emergency means, then I 
don’t feel that there is an emergency. 

Mr. Ray. You do not question the testimony that we had this morn- 
ing as to the delays in getting ships for present requirements ¢ 

Mr. Stuart. The delays are normal. I can’t come into the market 
today and expect to time charter a vessel except if I can come into the 
market somewhat in advance. I am speaking of ships available in 
June, July,or August. Ifa charterer needs a vessel in July, he doesn’t 
wait until June 30 and say, “I want a ship July 15.” The owner is 
very anxious to get his ship chartered as much in advance as possible. 
It means he has to secure business over a period of time. You get 
away from the gambling aspect. We prefer to fix our ships well in 
advance. I would be the happiest man in the world if I had concluded 
or if I will conclude with Colonel Syran’s organization, ICA fixtures 
for consecutive voyages to move grain to any part of the world he 
wants. I would go2 years or 3 years. 

If he has such a tremendous program, and these charts indicate 
and he says that he has a tremendous program, I guarantee that I 
will get him many people in our association that will come along 
with me and be only too happy to fix our vessels and say “We have 
them fixed for a year, a year and a half, and 2 years.” 

Commercial charterers do that, sir. There are people today making 
fixtures for Germany, for Britain, for the Continent, for 1, 2, 3, 4 
years consecutive voyages and there is a 20-shilling difference between 
a spot fixture and one of these long-term fixtures. That is what I 
mean when I say programing. 
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I could understand how Colonel Syran would not be in position 
to make fixtures for 4 years in advance, but surely, in line with the 
chairman’s recommendation at the last hearings that we had, there 
should be a little more coordination, a little bit more programing. I 
think we could have gone well ahead in advance and made 5 or 6 
consecutive voyages in view of the fact that this tremendous program 
was in the offing. 

Mr. Ray. Does that mean that you think that, whatever emergency 
does exist, it is one that is made by the Government agencies 4 

Mr. Sruart. Well, it is a rather liadel statement to make but, if the 
shoe fits, well there is only one suggestion I can make, and it is that 
they wear it, let the fault fall where it may. I think there could be a 
lot more programing, a lot more fixing in advance. That is definitely 
our contention, sir. 

We have negotiated with GSA, who represent ICA, and our ships 
were turned down. We were told our rates were too high, not at NSA 
levels. I am speaking of when they were well below the NSA levels. 
We call that a chartering tactic. At the same time, they should realize 
if they are in position to play sharp tactics. 

I had 2 ships in to the Government at $58,500 a month, well below 
the $61,000 given here this morning. I had two ships out of Norfolk 
to MSTS at the same rate and was turned down. I was getting close. 
I didn’t have business for those ships. I turned around and gave 
them to Continental Grain who took them at $58,500, and MSTS 
paid something like $2,100 a day later for the same type ship. There 
is a situation where MSTS would have had two ships rather than 
a commercial charterer who could easily have gone into the market, 
and let him pay a little bit more. That is commercial business. He 
took advantage of us when the market was way down. He wasn’t 
worried if we were losing money and, by gosh, we were losing money. 
It is only of late that we have come up to the levels we are speaking 
of. NSA levels were something that we dreamed of as shipowners. 
That is only in existence for the past few months. We have not 
received those rates all along. 

Mr. Ray. Do you think the foreign-flag ships are making excess 
profit ? 

Mr. Sruarr. They are making a lot of money, unquestionably. If 
their cost of operation is $18,000 a month compared to our $58,000, 
and their rates are about what ours are, they are making a lot of 
money. That is exactly why they are building ships today. 

Mr. Ray. Is there not something wrong with our rate structure 
then ¢ 

Mr. Sruart. That is a serious question you are putting to me, sir, 
because then you have to come to the question of costs. You have to 
remember that our standard of living is higher. We cannot expect 
our seamen to work for the wages a rate level that the foreign sea- 
men will work. 

Mr. Ray. I appreciate that. I am sympathetic with that point of 
view, but I have been led to believe just by today’s testimony that we 
are making trouble for ourselves by using a wrong method of insuring 
that the American seamen get proper wages, for example. A rate 
structure may not be the device that answers the purpose consistently 
with the public interest. 

Mr. Stuart. That could be, sir. I wouldn’t take issue with it. I 
can’t agree with it. I haven’t gone into it sufficiently, but that is 
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what it is at the moment and we are faced with that problem and I 
say the solution is not to just make it easier to break out ships. That 
is why we are appearing today in opposition to this bill. 

Mr. Ray. That is one recommendation proposed for what is said 
to be the present emergency. 

Mr. Sruarr. But it is a remedy that I am afraid is going to be 
like a snowball, and the more it keeps rolling the more it mounts. It 
gets out of hand. 

There is one factor that I must impress you with. That is the 
psychological effect on the market. It is the most delicate thing you 
can imagine. I indicated before how the market fluctuates from 
moment to moment. I tell you that just the fact that hearings are 
taking place here today is sufficient. 

The CHarrman. We have had that in the record. Go ahead, Mr. 
Ray. 

Mr. Ray. I can stop, if you wish. 

The Cuarrman. No; I want you to go ahead. I do not want repe- 
tition. That is all. 

Mr. Ray. Do you have any suggestion other than those you have 
advanced as to how we can avoid making business so profitable for 
the foreign-flag ships at the expense of American-flag ships? How 
would you correct that ? 

Mr. Sruart. I don’t see how we could regulate it because to take 
the reserve fleet, to do it, we are cutting our nose to spite our face. 

Mr. Ray. Putting that to one side, what else is there? 

Mr. Stuart. I really couldn’t see how that could be accomplished, 
sir, because you have a free competitive market. There were times 
when the foreigners were losing money. They weren’t making 
money. They had a rough time of it, too. The shipping picture is 
not a rosy one at all times. It has its ups and downs. 

I say that, within due course, they are going to defeat their own 
purposes because the new shipbuilding program is so tremendous for 
foreign ships that they are just going to overtonnage themselves. 
They are going to overtonnage themselves. It is an extremely difficult 
thing to control the world market. I might add, speaking of the 
world market, that it was never contemplated that whatever we had 
in the way of the tramp fleet was to fulfill the needs of the world 
market. Yet that is what is happening with the applications of 
Isbrandtsen and several people in our own industry who are going 
ahead and seeking American ships to move French coal that could 
move on foreign ships at cheaper rates. 

Mr. Ray. That is all. 

The Cuatrman. Mr. Pelly. 

Mr. Petty. Mr. Stuart, do you feel that 69 tramp vessels, which I 
understand we have, would be sufficient to carry the amount of tonnage 
which the testimony has brought out here today we are going to have ? 

Mr. Stuart. I don’t know what that tonnage is, how much it is going 
to be, but I do say this: That, if we could sit down with the representa- 
tives of our Government 

Mr. Petiy. I understand that. You have said that before. We 
have to be short and I want to get in a few questions to try to clarify 
in my own mind what the proper steps to take would be. 

Now, it is pretty clear to me from what the Chairman of the Mari- 
time Board has said and what the other representatives have said that 
we are faced with an emergency situation as far as carrying cargoes. 
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Mr. Sruarr. Frankly, I can’t put much stock in it for one reason. 

Mr. Petry. Take the figures given on the amount of coal. 

Mr. Sruarr. Here I am with 20 ships and they are not chartered. 
Mr. Pelly, that is a very important point that I make, because the 
other day at one of the hearings there was a statement made that we 
would need 125 ships. Here I have 20 ships available for the next 
3or4months. Don’t you think it would be a lot more effective for 
these representatives who make these statements to first say, “We have 
used up every available American ship and we still need more ships,” 
and maybe we could sit down and discuss this intelligently and come to 
some conclusion. 

Mr. Petiy. As far as the sale of our surplus agricultural products, 
it certainly is way beyond the bounds of commonsense to feel that you 
can anticipate what your sales are going to be, because as I under- 
stand, those negotiations go on and are worked out. You were talking 
a minute ago about anticipating 4 years ahead of what you are going to 
need in the w ay of ships. 

Mr. Stuart. I said foreign charterers have been doing that. 

Mr. Petxiy. It seems to me that our 50-50 deal is working out to a 
foreign-aid bill, and certainly that is not what we want. We want to 
get our own ships and get more crews of our own drawing American 
wages. 

As I said before, I had a bill which I thought would be a lot better 
than the 50-50. That would be to provide that our goods would have 
to go on ships that provide decent standards of wages and labor. I 
think that that would have helped more. We would be breaking out 
plenty of American ships under that to carry these goods. 

Mr. Srvuarr. Don’t you think, Mr. Pelly, that at least to charter 
for 2 consecutive or 3 consecutive voyages, that that could be done? 
We may not be able to anticipate 4 years in advance, but how about 
2 or 5 or 4 or 5 voyages in advance? You get better rates when you 
do that. 

Mr. Petry. I sympathize with whoever told you that they were try- 
ing to break the market if they were trying to break the foreign-flag 
market. I assume that that is why the French are trying to give this 
coal business to American ships, in order to break that. Something 
ought to be done. 

Mr. Stuart. I think it is a shame if they are going to use the reserve 
fleet for this purpose. Supposing there was no reserve fleet. Then 
what would happen ? 

Mr. Petty. We have had plenty of testimony on that. This com- 
mittee, I think, knows a little on that subject. 

That is all, Mr. Chairman. 

The Cuatrman. Thank you very much. 

Mr. Stuart. Thank you. 

The Cuarrman. We will have you tomorrow morning at 10 o'clock 
to conclude this hearing. 

Mr. Drewry. Thank you. 

The CHarrMan. The committee will stand adjourned until tomor- 
row morning at 10 o’clock. 

(Whereupon, at 4 p. m., the hearing was recessed until 10 a. m 
Tuesday, May 29, 1956.) 
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TUESDAY, MAY 29, 1956 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON MercuHant MARINE OF THE 
CoMMITTEE ON Mercr-ANT MARINE AND FISHERIES, 

Washington, D.C. 


The subcommittee met at 2 p. m., pursuant to recess, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

The Cuarmman. The committee will come to order. 

Through some misunderstanding, we did not hear Mr. Dewey in the 
hearings on the former bill, House Joint Resolution 613, so that we 
will hear you right now, Mr. Dewey, for 10 minutes. 


STATEMENT OF RALPH B. DEWEY, VICE PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION 


Mr. Dewey. Thank you, Mr. Chairman. I will be very brief. 

Mr. Chairman, I have a brief statement. which I would like to file, 
in the interests of time, and I will simply highlight the contents of 
the statement. 

(The statement referred to follows :) 


STATEMENT OF RALPH B. DEWEY, VICE PRESIDENT, PACIFIC AMERICAN STEAMSHIP 
ASSOCIATION 


The Pacfic American Steamship Association endorses the principles of House 
Joint Resolution 613 and would urge that this legislation be reported favorably 
by the members of the Merchant Marine and Fisheries Committee. 

This legislation does two things: First, it permits the use of the vessel opera- 
tions revolving fund (Public Law 45, 82d Cong.) for expenses incurred by Mari- 
time Administration in the activation, repair, and deactivation of vessels it 
charters to private American firms. And, second, it requires the placement in the 
revolving fund of ali charter revenues received by Maritime Administration. In 
a word, it would permit Maritime to draw from the fund for breakout costs, but 
would guarantee self-perpetuation of the fund by requiring the charter revenues 
be credited to the fund. 

The committee is, of course, well aware that the charters in question can only 
be granted after a public hearing in which the applicants must prove the public 
interest, the inadequacy of existing service in the route, and must prove that 
United States private vessels are not available at reasonable rates in that service. 
In addition, the Secretary of Commerce, in granting a charter, can circumscribe 
the charterer with as many restrictions as are found necessary during the course 
of the hearing to protect other private interests in the trade route or service. 
The charters are subject to annual review by the Maritime Board, and can only 
be extended if conditions surrounding the original charter still obtain. 

The need for legislation authorizing discretionary use of the revolving fund is 
simply that Maritime Administration has the authority to charter vessels, yet 


= 
fo 








76 VESSEL OPERATIONS REVOLVING FUND 


has no money to prepare the vessels for turning over to the charterer. Maritime 
could, presumably, ask the Congress for an outright appropriation. But it would 
be difficult in today’s shipping situation to make any estimate as to needed funds 
for breakout of vessels. An estimate for today would be unrealistic for tomor- 
row. A far better scheme, in our view, would be to permit Maritime to use the 
revolving fund already in existence, drawing from it as the need for breakout 
of ships arises, and adding to it as the revenues from the charters is received. 

In our view, there is little difference between putting MSTS on an industrial- 
fund basis and putting Maritime Administration on a revolving-fund basis, at 
least for limited purposes, If the Congress doesn’t object to permitting the entire 
MSTS operation to be encompassed in one all-inclusive fund, there shouldn’t be 
serious objection to permitting use of the revolving fund for activation and de- 
activation of chartered vessels by Maritime. 

A persistent question which seems to hover around this legislation is this: 

“Would the charterer get a cost advantage, even a windfall, by reason of Mari- 
time Administration’s paying the cost of activation?’ The answer is an unquali- 
fied “No.” The question might better be asked: “What is the Government’s 
responsibility in paying the cost of activating vessels?” 

In the first place, there must be a national interest in the charter, which means 
that the Government has a joint interest with the private firm in effectuating a 
charter. So, whatever the cost, it is a joint benefit. 

Second, the Government gets a return in the form of charter hire which ulti- 
mately can repay the costs of breakout. 

Third, the Government collects half of all cumulative net voyage profits in 
excess of 10 percent of the charterer’s capital employed in accomplishing the 
charter. 

Fourth, the Government gets the residual benefit in the upgrading accomplished 
at the time of breakout, i. e., that upgrading which is residual after the charter 
is terminated. 

Fifth, unless the Government pays for breakout costs, serious discriminations 
between charters might arise. One charterer might get “ready reserve” vessels 
requiring little or no breakout costs, and the next charterer might be granted 
vessels in the reserve fleet requiring $150,000 each for breakout costs. 

The members of Pacific American are all berth-line operators. Yet we have 
always supported the tramp segment of the American merchant marine in their 
efforts to survive the rigors of competition. We have done so because we cling 
proudly to every ship which has the fortitude to stay under the American flag, 
and because we look upon the tramp segment as a reservoir of ships for aug- 
menting, by charter the berth-line fleets when business demands warrant it. 

Having said this, it must be recognized that at certain times the reservoir of 
United States ships is inadequate. At least at rates which are reasonable. This 
is so at present. It is a product of (1) a rash of foreign transfers of American 
tramps which halved the tramp fleet between October 1954 and January 1955, and 
(2) an unprecendented demand for ocean shipping space of all kinds which be- 
gan in late 1954 and has continued unabated ever since, to the point where ships 
are currently unavailable at reasonable rates. If the tramp owners deplore the 
conditions which force American owners to seek Government charters at this 
time, let them be reminded of the role they played in bringing pressure to bear to 
permit a large number of transfers foreign effected in 1954. 

House Joint Resolution 613 has been characterized as a device which will 
“break the market” for United States tramps. Such extreme views have no 
foundation in fact or law. To repeat an earlier observation, the charter can 
only be granted after a thorough hearing, wherein all competitive factors have 
been weighed. If there were ever a runaway granting of charters by Maritime, 
with no consideration of competitive factors, the tramp owners might well pro- 
test on grounds of breaking the market. But that eventuality addresses itself 
to Public Law 591 and not to the legislation before the committee at this time. 

We earnestly suggest to the members of the committee that a clear distinction 
be drawn between criticism leveled at this legislation, and that which more 
rightly should be leveled at the basic law governing the charters of war-built 
ships (Public Law 591, 81st Cong.). In our view, so long as the basic charter 
statutes are properly carried out by Maritime, there can be no “breaking of the 
market.” 

Finally, Mr. Chairman, it seems logical on the face of it that if the Congress is 
going to permit Maritime to charter vessels for American commerce in time of 
need, that authority should be granted to get the vessels ready for such charter. 

We support this legislation. 
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Mr. Dewey. The Pacific American Steamship Association, which 
is comprised of the 12 principal American-flag steamship operators on 
the Pacific coast, urges the adoption of House Joint Resolution 613 by 
this committee. 

This legislation does two things: The Maritime Administration will 
be authorized to spend for the breakout of vessels chartered under sec- 
tion 5 of the Merchant Ship Sales Act, the amount necessary for the 
breakout of the ship; and the second thing that the bill does is that it 
returns back into the revolving fund sums earned as a result of 
charters granted by the Maritime Administration. 

The committee is, of course, aware that these charters can only be 
granted after a public hearing, which hearing, incidentally, can only 
come after due notice to all parties at interest; and in that hearing 
must be proved the public interest, the national interest, the inade- 
quacy of existing service, and the fact that United States private- 
owned vessels are not available at reasonable rates in that service. 

The need for House Joint Resolution 613 stems from the fact that 
the Maritime Administration has the authority to charter vessels 
but has no authority to prepare the vessels for turning over to the 
charterer in many cases. 

Now, the Maritime Administration presumably could ask the Appro- 
priations Committee for appropriations to cover this item, but it 
would be difficult in today’s shipping situation to program such an 
appropriation cost. A far better scheme, in our view, would be to 
permit Maritime to use the revolving fund already in existence, draw- 
ing from it as the need for breakout arises and adding to it as the reve- 
nue from the charters is received. 

The Cuarrman. You would be willing for a charter to include the 
cost of the breakout ¢ 

Mr. Dewey. We would be willing that the charter include that por- 
tion of the cost of breakout which Maritime feels is the responsibility 
of the private charterer. As the Chairman of the Maritime Board 
explained, there is what I prefer to call a residual cost in the vessel 
which redounds to the benefit of Maritime after the vessel is turned 
back, which should be recognized at the time that they are setting a 
charter hire at such a rate to return the breakout costs. 

The Maritime Administrator pointed out that not all of the break- 
out costs are the responsibility of the private charterer. 

In our view, there is very little difference between the use of the 
revolving fund for these breakouts of charters that have been re- 
quested under section 5 of the Mere hant Ship Sales Act and the use 
of the revolving fund that the MSTS has. The Military Sea Trans- 
portation Service operates under a so-called industrial fund, a revolv- 
ing fund, and performs its functions within the framework of that 
fund, and we see very little difference between that authority and the 
authority which we propose be granted to Maritime to use the revolving 
fund for specific purposes. 

What is the Government’s role in these charters ¢ 

In the first place, there must be a national interest shown in the 
hearing that leads up to the ultimate charter. This means that the 
Government has a joint interest in the venture with the private firm, 
so whatever the cost, it is a joint benefit. 

Secondly, the Government gets a return in the form of charter hire 
which ultimately can repay the costs of breakout. 
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Thirdly, the Government collects half of all cumulative net voyage 
profits in excess of 10 percent of the charterer’s capital employed in 
accomplishing the charter. 

Fourthly, the Government gets a residual benefit in the upgrading 
accomplished at the time of breakout. That is the upgrading that is 
residual after the charter is terminated. 

Finally, unless the Government pays for breakout costs, serious dis- 
criminations between charterers might arise. One charterer might 
get ready reserve vessels requiring little or no breakout costs, and the 
next charterer might be granted vessels in the reserve fleet which re- 
quire $150,000 for breakout costs, so that a charterer which comes 
early in the period of the pressure for breakout ships might get less 
outlay of funds than one which comes later, and might get vessels 
which have not been upgraded and will require it at the time of the 
breakout. 

The members of our association are all berth-line operators. Yet 
we have always supported the tramp merchant marine in their efforts 
to survive the rigors of competition. We are proud of any American 
company that stays under the American flag, and we look upon it also 
in a selfish way, looking upon the tramp segment as a reservoir avail- 
able for augmenting by private charter the berth-line fleets when 
business demands. 

Having said this, it should be recognized that at certain times the 
reservoir is inadequate if not downright nonexistent. The present 
situation arises from, of course, the pressure upon the market which 
has been consistent and unabated since early in 1954 for more tonnage, 
and, secondarily, it arises from the lesser number of American-flag 
vessels in the tramp fleet, or let us call it the reservoir that I referred 
to before. 

That lesser number of vessels arises because of the tramp operators’ 
own apparent necessity for transfer foreign in late 1953 and early 
1954. 

If the tramp owners deplore the conditions which force American 
owners to seek Government charters at the present time, they should 
be reminded of the role they played in the pressure period wherein 
large numbers of foreign transfers were effected. 

House Joint Resolution 613 has been characterized as a device to 
break the market. Such extreme views have no foundation in fact. 
To repeat an earlier observation, the charter can only be granted after 
a thorough hearing wherein all competitive factors are taken into 
account. If there were a runaway granting of charters by the Mari- 
time Administration, the tramp owners would have a good case for 
protest. 

In our view, at the present time there is no such runaway chartering 
of vessels. They are chartered to meet a need and have not been in- 
discriminately granted, and, to my knowledge, the present Maritime 
Board will not do so. 

We earnestly suggest that the members of this committee make a 
clear distinction between the criticisms leveled at this legislation and 
that which more rightly should be leveled at the basic law governing 
the charters, so-called Public Law 591, which is incorporated into 
section 5 of the Merchant Ship Sales Act. So long as the basic 
charter statutes are properly carried out by Maritime, there can be no 
breaking of the market. 
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Mr. Chairman, it seems logical to us that, on the face of it, if the 
Maritime is to have the chartering authority and is to use its discretion 
so as not to break the market, then it is apparent that they must have 
the funds to break the ships out and make them available to the private 
operators, with the proviso that the charter hire should include an 
increment which reflects the private operator’s responsibilities as to the 
costs of breakout. 

Thank you very much. 

The Cuatrman. Thank you, sir. 


STATEMENTS OF ANDREW A. PETTIS, INDUSTRIAL UNION OF 
MARINE SHIPBUILDING WORKERS OF AMERICA, AFL-CIO; AND 
HOYT HADDOCK, AFL-CIO MARITIME COMMITTEE 


The Cuairman. We will have Mr. Pettis and Mr. Haddock jointly 
representing labor. 

Mr. Perzis. My name is Andrew A. Pettis, vice president of the 
Industrial Union of Marine Shipbuilding Workers of America, 
affiliated with the AFL-CIO. 

We have submitted a very brief statement, Mr. Chairman, which I 
will not read. 

(The statement referred to follows :) 


STATEMENT OF INDUSTRIAL UNION OF MARINE AND SHIPBUILDING WORKERS OF 
America, AFL-CIO 


The Industrial Union of Marine and Shipbuilding Workers of America, AFL- 
CIO, is a labor union, admitting to membership all workers employed in the ship- 
building, ship repairing, and marine maintenance industries, and in industries 
producing marine equipment, and in allied enterprises and industries. 

This union has a vital interest in the preservation of the American merchant 
marine and shipbuilding industry. 

We are in favor of the provisions of H. R. 10987, except that we do not think 
that it goes far enough. We would like to see full restoration of the revolving 
fund of the Maritime Administration. In other words, we still take the position 
which we have taken before the Congress in 1954 and previously, that some 
method must be found to insure the proper nucleus of shipbuilding and ship- 
repair work and a proper replacement program for the merchant marine. 

In 1936, the passage of the Merchant Marine Act seemed to insure a ship 
replacement program, through the establishment of the revolving fund of the 
then formed Maritime Commission. It became possible for the first time to plan 
ahead, to know approximately how much money would be available, and to decide 
how that money would be spent for the best interest of the merchant marine, and 
thus directly for the best interest of the United States. Money could be obligated 
years in advance, and design could be undertaken with some assurance that the 
money would be there for the vessel to be built. 

It must be understood by this committee that from 1 to 2 years elapse between 
the initial placing of pen to paper in the designing of the vessel, and the actual 
starting of construction of such vessel, particularly if the vessel is of any im- 
portance, such as a passenger ship, and particularly if the vessel has to be built 
for a special purpose. 

The passers of the Merchant Marine Act of 1936 recognized the fact that the 
shipbuilding industry is one that requires long planning and preparation, and 
that the industry could not be left at the mercy of sporadic appropriations which 
might come too late for adequate planning, and/or too little at one time and too 
much at another. 

It was envisaged by the passers of the Merchant Marine Act that this revolving 
fund would at some time be self-sufficient, and that through its operation, proper 
replacement of the merchant marine would become possible. 

Of course, the advent of World War II altered the normal progress of events 
We spent billions of dollars building up a merchant fleet and shipbuilding and 
repair facilities which we might not have spent had the 1936 Merchant Marine 
Act been passed in 1926, or had the war situation held off for another 10 years. 
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Our union’s main aim and, presumably, that of the Congress and of any admin- 
istration is to avoid a recurrence of this extravagance in the event of another 
catastrophe. 

Faced with the proceeds from the Merchant Ship Sales Act after the war the 
80th Congress, not quite knowing what to do about the profits from the sale of 
vessels and unwilling to allow the revolving fund of the Maritime Administration 
to become too big, abolished the revolving fund completely. If we will be per- 
mitted a bit of hindsight, this could well be characterized as throwing out the 
baby with the bath water. 

Then the Independent Offices Appropriation Act, 1948 (Public Law 269, 80th 
Cong., 61 Stat. 585, at 603), and the supplemental Independent Offices Appropria- 
tion Act, 1949 (Public Law 862, 80th Cong., 62 Stat. 1196), required receipts of 
the Maritime Commission to be covered into the Treasury as miscellaneous re- 
ceipts. To all intents and purposes the revolving fund was thus abolished and 
could not be operated as originally planned. 

If the Congress of the United States were to instruct the Treasurer of the 
United States to place back into the revolving fund of the Maritime Adminis- 
tration those receipts from the Merchant Ship Sales Act of 1946, only from sales 
to foreign countries, principal of $791,381,327.94 and interest of $37,979,643.13 
would be immediately placed into the construction fund. 

If all receipts from the Merchant Ship Sales Act of 1946 until and including 
September 30, 1953, were to be placed into such revolving fund, principal of 
$1,418,134,215.06 and interest of $77,058,232.71 would be available. The interest 
alone from the Merchant Ship Sales Act would at least suffice to keep our mer- 
chant marine planning work up to date and subsidies paid on time. 

This union is not suggesting that the entire sum of close to $1% billion be 
segregated into the Maritime Administration's revolving fund, but we are 
suggesting that Congress take under advisement the reestablishment of the re- 
volving fund as a separate fund within the United States Treasury to allow the 
orderly progress and planning of the revitalization of our merchant fleet to go 
forward without those constant ups and downs which make it impossible for the 
industry to operate economically. 

The reconstruction of the revolving fund of the Maritime Administration could 
be accomplished by a joint resolution of the Congress of the United States (once 
it has been determined what moneys shall be allocated to such fund). This 
resolution could well read as follows: 


“JOINT RESOLUTION To amend section 12 (d) of the Merchant Ship Sales Act of 1946 
enacted on March 8, 1946, to authorize certain moneys received by the Maritime Com- 


mission under this Act to be deposited in the construction reserve fund of said Com- 
mission 


“RESOLUTION 


“Resolution by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 12 (d) of the Merchant Ship Sales 
Act of 1946 be and is hereby amended to read as follows: 

“Sec. 12. (a) All moneys received by the Commission under this Act shall be 
deposited ____ per centum in the Treasury to the credit of miscellaneous receipts, 
and ____ per centum in the construction fund of the United States Maritime Ad- 
ministration established under the Merchant Marine Act of 1936. The provisions 
of sections 201 (d), 204 (b), 207, 209 (a), and 905 (c) of the Merchant Marine 
Act of 1936, as amended, shall apply to all activities and functions which the 
Commission is authorized to perform under this Act.’ ” 

Our last national convention, in passing its legislative program for the Ameri- 
can merchant marine paid very close attention to this problem of the reestablish- 
ment of the revolving fund. A copy of this resolution, which was unanimously 
passed by our national convention, is herewith attached. Copies were sent to the 
members of the House and Senate committees dealing with the American mer- 
chant marine. 

Although the measure introduced and which is under present discussion does 
not go as far as we would like, we feel that any liberalization of the revolving 
fund of the Maritime Administration will be a step in the right direction. 
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RESOLUTION 13 
LEGISLATIVE PROGRAM FOR THE AMERICAN MERCHANT MARINE 


Although the 2d session of the 83d Congress passed many laws assisting the 
American merchant marine and the shipbuilding and ship repair industry, 
inclusive of permanent legislation regarding 50 percent of United States-financed 
cargoes and passengers to be carried in United States merchant vessels, never- 
theless, some of the main legislative requirements for a soundly operated mer- 
chant marine and shipbuilding and ship repair industry have been completely 
disregarded. 

As far back as April 1950, this union sent to the United States Senate, Sist 
Congress, 2d session, subcommittee on Maritime Affairs of the Committee on 
Interstate and Foreign Commerce, a technical memorandum, concerning comput- 
tation of the construction-differential subsidy. This technical memorandum was 
submitted because of the report of the Comptroller General of the United States 
on July 11, 1949, concerning certain agreements entered iato by the United 
States Maritime Commission, pursuant to which the Government granted ship- 
construction subsides and assumed the cost of national-defense features on pas- 
senger vessels built for sale to private owners, under title V of the Merchant 
Marine Act of 1936, as amended. 

This report contains serious charges of maladministration and excessive expen- 
ditures of public funds alleging “irregular procedures, inaccurate calculations, 
and unjustifiably liberal interpretations of statutory language * * *” on the 
part of the Maritime Commission. 

At that time, the union did not enter into the allegations of the Comptroller 
General or discuss whether they were correct. However, we did set forth the 
technical difficulties involved in obtaining accuracy, statistical as well as mathe- 
matical, while computing the construction-differential subsidy, or the foreign 
or domestic cost of any vessel. 

When we discuss this problem of accuracy, we are not talking from the 
viewpoint of bidding for a contract. We know, and we have seen, many instances 
where computations of bids by shipyards have used previous estimates on man- 
hour requirements for specific operations on various types of vessels. However, 
this does not mean that these estimates are used with any degree of accuracy or 
statistical reliability. For lack of anything better, the shipyard used them. 
A Government agency cannot afford to use this type of estimate or this kind of 
estimating. It may be sufficiently accurate for bidding purposes, with all due 
allowance for profit, but it cannot be sufficiently accurate for determination of a 
construction-differential subsidy. 

This is not the Maritime Commission’s fault; it is not the engineers’ and 
technicians’ fault; and it is not the cost accountants’ fault. It is simply due 
to the fact that no one has yet been able to determine man-hour requirements 
per component of construction. We do not have the information. 

In 1954, Senator John Marshall Butler, of Maryland, introduced into the 
Senate, S. 3162. a bill to amend the Merchant Marine Act of 1936, in order to 
provide an improved construction-differential subsidy program for shipbuilding. 

This union believes that the Butler bill will do away with the uncertainty con- 
cerning construction-differtial subsidy contracts. Purchasers would be protected 
and the interest of the consumers would be protected. 

Another program supported by this union since 1949 was the reinstitution of 
the revolving fund of the Maritime Administration. We do not believe that 
there can be any sane shipbuilding program instituted in this country unless 
the Maritime Administration revolving fund can be reinstituted. Even the 
report of the Under Secretary of Commerce for Transportation, Robert B. Mur- 
ray, Jr., agrees with this. 

This union has been saying since 1933 that no industry can exist faced with 
such feast and famine, and that some method must be found to insure the proper 
nucleus of shipbuilding and repair work, and a proper replacement program for 
the merchant fleet. 

In 1936, the passage of the Merchant Marine Act seemed to insure a ship 
replacement program, through the establishment of the revolving fund of the 
then-formed Maritime Commission. It became possible for the first time to plan 
ahead, to know approximately how much money would be available, and to decide 
how that money would be spent for the best interest of the merchant marine and, 
thus, directly for the best interest of the United States. 

Money could be obligated years in advance, and design could be undertaken 
with some assurance that the money would be there for the vessel to be built. 
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It must be understood that from 1 to 2 years elapse between the intial placing 
of pen to paper in the designing of a vessel and the actual starting of construction 
on such vessel, particularly if the vessel is of any importance, such as a passenger 
ship, and particularly if the vessel has to be built for a special purpose. 

The passers of the Merchant Marine Act of 1936 recognized the fact that the 
shipbuilding industry is one that requires long planning and preparation, and 
that the industry could not be left at the mercy of sporadic appropriations which 
might come too late for adequate planning and/or too little at one time and 
too much at another. 

It was envisaged by the passers of the Merchant Marine Act that this revolving 
fund would at some time be self-sufficient, and that through its operation proper 
replacement of the merchant marine would become possible. 

Faced with the proceeds from the Merchant Ship Sales Act after World War 
II, the 80th Congress, not quite knowing what to do about the profits from the 
sale of vessels and unwilling to allow the revolving fund of the Maritime Admin- 
istration to become too big, abolished the revolving fund completely. If we will 
be permitted a bit of hindsight, this could well be characterized as throwing out 
the baby with the bath water. 

Then, the Independent Offices Appropriation Act, 1948 (Public Law 269, 80th 
Cong., 61 Stat. 585, at 603), and the Supplemental Independent Offices Appropria- 
tion Act, 1949 (Public Law 862, 80th Cong., 62 Stat. 1196), required receipts of 
the Maritime Commission to be deposited into the Treasury as miscellaneous 
reecipts. To all intents and purposes, the revolving fund was thus abolished and 
could not be operated as originally planned. 

If the Congress of the United States were to instruct the Treasurer of the 
United States to place back into the revolving fund of the Maritime Administra- 
tion those receipts from the Merchant Ship Sales Act of 1946 upon sales only 
to foreign countries, principal of $791,381,327.94 and interest of $37,979,643.13 
would be immediately placed into the construction fund. 

If all receipts from the Merchant Ship Sales Act of 1946 until and including 
September 30, 1953, were to be placed into such revolving fund, principal of 
$1,418,134,215.06 and interest of $77,058,232.71 would be available. The interest 
alone from the Merchant Ship Sales Act would at least suffice to keep our merchant 
marine planning work up to date, and subsidies paid on time. 

This union is not suggesting that the entire sum of close to $1.5 billion be 
segregated into the Maritime Administration’s revolving fund, but we are sug- 
gesting that Congress take under advisement the reestablishment of the revolving 
fund as a separate fund within the United States Treasury to allow the orderly 
progress and planning of the revitalization of our merchant fleet to go forward 
without these constant ups and downs which make it impossible for the industry 
to operate economically. 

The reconstruction of the revolving fund of the Maritime Administration could 
be accomplished by a joint resolution of the Congress of the United States (once 
it has been determined what moneys shall be allocated to such fund) ; therefore 
be it 

Resolved, That the Industrial Union of Marine and Shipbuilding Workers of 
America, CIO, urge the passage of the following legislation to preserve the ship- 
building and ship-repair industry and to preserve our merchant marine on the 
high seas: 

1. A law designed to prevent transfers of American flagships to foreign flags 
and to bring under the American flag those ships which are owned by American 
companies but operated under foreign flags. 

2. A law to bring to United States private shipyards the shipbuilding being 
done in foreign yards for American shipowners. 

3. Enactment of 8. 3162 to provide an improved construction-differential sub- 
sidy for shipbuilding. 

4. The passage of a joint resolution of the Congress of the United States to 
restore the revolving fund of Maritime Administraiton. This resolution could 
well read as follows: 

“JOINT RESOLUTION To amend section 12 (d) of the Merchant Ship Sales Act of 1946 
enacted on March 8, 1946, to authorize certain moneys received by the Maritime Com- 


mission under this Act to be deposited in the construction reserve fund of said Com- 
mission 


“RESOLUTION 
“Resolution by the Senate and House of Representatives of the United States 


of America in Congress assembled, that Section 12 (d) of the Merchant Ship Sales 
Act of 1946 be, and is hereby, amended to read as follows: 
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“ ‘Section 12 (d) : All moneys received by the Commission under this Act shall 
be deposited, ____ percent in the Treasury to the credit of miscellaneous receipts, 
and ___~ percent in the construction fund of the United States Maritime Admin- 
istration, established under the Merchant Marine Act of 1936. The provisions 
of sections 201 (d), 204 (b), 207, 209 (a), and 905 (c) of the Merchant Marine 
Act of 1936, as amended, shall apply to all activities and functions which the 
Commission is authorized to perform under this Act.’ 

5. Create legislation authorizing unsubsidized ship operators to deposit in 
construction reserve fund earnings that would be tax deferred and used for the 
construction of new ships. 

6. Grant operating subsidy aid to tramp operators upon the operators’ agreeing 
to replace ships in an orderly manner benefiting the national defense require- 
ments, and upon determination that other segments of the American merchant 
marine would not be adversely affected. 

Mr. Perris. I will simply say that we support the intent of House 
Joint Resolution 613 and H. R. 10987 as far as the ship-operating 
funds are concerned in activating or deactivating vessels under the 
law. 

We do not, of course, subscribe to any use of this as an instrument 
to injure in any way private American-flag ships. We feel that there 
are enough checks to take care of this. 

We also use this statement for the purpose of calling attention to 
the fact that, if the revolving funds of the 1936 act were restored, we 
wouldn’t be bothered with these piecemeal propositions that come 
through the backdoor of the Appropriations Committee where we 
have very little to say whether they will be accepted or declined. 

The Cuarman. Is there any question, Mr. Allen? 

Mr. Auten. Mr. Pettis, would you not agree that, if hearings are 
had before this committee with regard to the building of new ships 
so that the full hearing can be had and the C ongress ‘and the public 
educated as to what the aims and purposes of the program are at the 
time, that that would be a considerable asset to the merchant marine ? 

Mr. Perris. I would fully agree with you, Mr. Congressman; yes. 

Mr. Aten. I would suggest to you that the revolving fund, to an 
extent, eliminated those per riodic hearings, and I am a great believer 
myself j in the fact that hearings before this committee particularly in 
the last couple of years have been very beneficial to the industry. 

Mr. Perris. That is very true, sir. However, at the same time it 
is very true that there seems to be somewhat of an opposition to sub- 
sidies for the merchant marine in the Congress of the United States, 
and each year we have great difficulty in reeducating Members of 
the Congress as to the need of a strong merchant marine. 

We have no difficulty whatever in educating Congressmen—we don’t 
even need to—as to the need for a strong Navy, but, when it comes to 
the fourth arm of defense, then the appropriations get cut right and 
left. 

Now, I am not going to say that that is entirely the fault of the 
Congress. I am of the opinion that it is somewhat the fault of the 
Maritime Board and Administration in its presentation. I don’t think 
that they properly put the picture before the Congress as to the need 
for these ships, but I do think that the revolving fund ought to be 

restored under the 1936 act. 

Here is the situation here where the revolving fund could be used 
without coming to the Merchant Marine and Fisheries Committee 
here to have a bill passed to grant them the power. I don’t think that 
there is any need of this particular piece of legislation if we had 
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the revolving fund. I don’t see that we have anything too construc- 
tive out of this in regard to the needs of the merchant marine, some- 
thing which was brought out very constructively in regard to the 
use of the foreign ships and the prices they are asking. I will grant 
you that. 

I think the proposition was put before this committee before that 
if these tramps were transferred foreign we would not only lose a 
ship out of the merchant marine, but we would knock one of our own 
out. I think that is taking place today somewhat. 

Mr. Atiten. Thank you. 

The Cuatrman. Mr. Haddock. 

Mr. Happocx. I would like to supplement what Mr. Pettis said in 
regard to the question Congressman Allen asked. 

If the revolving fund were reinstituted and used by Maritime, that 
would be no bar at all toward Maritime coming up before this com- 
mittee and making a presentation with respect to ) the building of ships. 

As a matter of ‘fact, this committee, being the watchdog, as it were, 
of Maritime, could very well require that, and should. However, 
having the moneys available to build the ships when this committee 
decides on it is another stor y, and it would certainly eliminate that 
long process that they have to go through in going to Congress many 
times on the question of getting the money and bringing ‘it in there. 

Had the revolving fund stayed available, a great “portion of that 
money which is now going to be appropriated to replace the fleet would 
be available at the pr resent time and could be utilized readily once this 
committee gave Maritime the go-ahead on these ships, and would pro- 
ceed orderly instead of having it knocked out and delayed as time 
goes on and by the delay bringing into closer conflict the replacement 
program, the number of vessels “that will come in at one time, and 
having the cost of it increased. 

Actually, I think the revolving fund cannot only benefit the whole 
construction program, but it could be used by this committee to help 
this committee and the whole program. 

The Cuarrman. Mr. Ray. 

Mr. Ray. Was any part of the reasons for changing the revolving- 
fund pattern related to a feeling that too much money was out from 
under the control of either the Legislative Committee or the Appro- 
priations Committee ? 

Mr. Happocx. I think there were two things. No. 1, there was con- 
siderable distrust on the part of the Appropriations Committee, this 
committee, and the GAO of the then Maritime Commission. 

In addition to that, there was a policy change on the part of the 
Gov ernment to eliminate, as such, revolving funds, so that the admin- 
istration’s policy plus the general distrust that then existed of the 
Maritime Commission combined to eliminate the use of the fund. 

Mr. Ray. Are there any additional safeguards for the protection 
of the public or for the satisfaction of either the Legislative Commit- 
tee or the Appropriations Committee which could be added to the 

1936 provisions to make the existence of the fund and the use of the 
fund less open to question ? 

Mr. Happock. I am sure that there are. However, I don’t think 
that it is necessary to amend the act. I think the committees could 
themselves, in cooperation with the Maritime Administration, set up 
those rules which would safeguard it. 
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Mr. Ray. Thank you. 

The Cuarman. Mr. Pelly. 

Mr. Happock. Mr. Chairman, on this whole question of chartering 
ships, it seems to me that yourself and other members of the committee 
yesterday brought out pretty clearly that there is a really serious need 
for coordination and planning with regard to chartering. I think 
that was amplified in the recent report ‘of the committee ‘calling for 
management and Government and labor to cooperate on the many 
problems which confront the industry. 

Well, this is just one of those problems. 

There have been three previous periods when the Government has 
urged that ships be broken out of the laid-up fleet and utilized in the 
market. At no one of those periods do I know of any planning that 
was done by the Government agencies concerned to determine how 
better to utilize the American-berth liners and the American tramp 
ships that were then available 

I know that at the present time there has been no overall planning 
on the part of the Government agencies with the berth liners or with 
the tramps in this situation. 

Now, it certainly seems to us that the Government should sit down 
and discuss its plans with the shipping companies and determine 
what the market is going to require, over what period of time, how 
the cargoes can best be carried without the necessity of breaking out 
additional ships but utilizing those that are available. 

Now, I am sure that the berth liners, for ex: umple, can carry many 
of these cargoes on their present ships. Certainly the berth liners 
can charter additional ships to carry additional cargoes which show 
up on their routes. This would, in my opinion, eliminate the neces- 
sity of chartering these additional ships. 

In the first place, the Maritime Administration itself has created 
the shortage of American-flag ships to fill these requirements. They 
have done that through the transfer of the ships out from under the 
American flag. 

Now, there was some indication that, after the large number was 
transferred in 1954, that they were not going to transfer any more. 
Well, the transfers have continued, not at the rate that existed at that 
time, but they have continued, and every time an American-flag ship 
is transferred, that is one less available to meet the 50-50 require- 
ments under the act. 

Certainly Maritime could go to the companies that are remaining, 
both subsidized and nonsubsidized, and lay before them what their 
program is and ask the subsidized companies to take appropriate 
steps to handle the cargoes which offer over their berths, and the neces- 
sity of chartering these ships would in that way be eliminated and 
the Government would also be placed in the position, it seems to me, 
of getting out of the position of forcing these shortages through 
their transfers. 

Now, the law on chartering is quite specific. When American-flag 
ships are not available, the Maritime can go ahead and charter these 
vessels. However, Maritime has referred several times to the fact that 
the transfers do not make any difference because they are still avail- 
able. 

Well. they are available under foreign-flag only. They are not 
available under American flag, and it is the American- flag criterion 
under which they break out these ships. 
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In these three previous instances, when the ships were broken out, no 
planning was done with regard to the breakout and no planning was 
carried out with regard to the lay-up. Many of the ships which were 
broken out made one trip and returned to the laid-up fleet. Many of 
them were retained under general agency operation for a very long 
period of time. Asa matter of fact, some of them are still in operation 
that were broken out in those periods, and they were in operation and 
utilized to drive down the euaien and help force, if you will, the desire 
on the part of some of the smaller companies, who were forced into bad 
financial situations, to seek these very transfers that Maritime per- 
mitted. 

Now, much was said with regard to these rates. Iam no rate expert, 
but it seems to me that a solution can be found to the rate situation. 
If the Maritime Administration is required under this law to establish 
maximum rates for American-flag ships, it seems to me that they also 
ought to establish maximum rates for foreign-flag ships. That would 
mean, of course, two maximum rates, one which would apply to the 
American ships, and the United States Government would not utilize 
American-flag ships if they charged more than that rate; and there 
certainly should be a rate established for foreign-flag ships based upon 
the same criteria. 

That rate, if based upon the same criteria, would be approximately 
one-fourth of the rate for which the American-flag ships carry the 
goods. 

If that were done, the foreign-flag ships would not be permitted to 
be put in the position of gouging the American taxpayer. They would 
not be put in the position, if you will, of gouging the relief programs 
that are set up in many instances for the relief of their countries. 

Also, in the planning of those, the Maritime Administration and 
these other Government agencies ought to utilize these cargoes in such 
a way that maximum utilization is made of the American tramp ship 
and that, when the cargoes slacken off, the American tramp ships 
should continue to get these cargoes with some of the cargoes taken 
away from the foreign tramp ships so that the American tramp ship 
continues to operate and operate at a profit. 

If that type of rate system were set up, we would not be in a position 
of gouging these programs for exorbitant rates and exorbitant profits 
to the foreigner, but the Government also would not be put in the 
position of subsidizing, if you will, the foreign tramp ships at the 
expense of the American marine, which is the very thing that is hap- 
pening today. 

The Cuarrman. Mr. Pelly, do you have anything to say ? 

Mr. Petty. I first want to commend Mr. Haddock for coming before 
this committee with a really constructive program for rates. I think 
he has given us all a lot of food for thought. 

On the subject of House Joint Resolution 613, you heard Mr. Morse 
suggest yesterday to this committee that a policy should be set which, if 
I read his thinking right, should set forth that the Maritime Admin- 
istration should recover the breakout costs wherever practical to do so. 

We have just heard today the representative of the Pacific American 
Steamship Co., Mr. Dewey, and I thought from his testimony that his 
thought was that this would mean a new policy whereby the Maritime 
Administration would set its charter rates on the basis that the Gov- 
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ernment itself would be absorbing the benefits that they would get out 
of these breakouts. 

What is the position of labor as to this Per under which this reso- 
lution would be followed ? 

Mr. Happock. First of all, I think this goes into the whole question 
of when these ships are going to be broken out and whether or not the 
Government is going to break them out after they themselves have 
forced upon the shippers and the industry the conditions which forced 
them to be broken out. 

I do not feel that these ships should be broken out as frequently as 
they are. As a matter of fact, I think a little planning would very 
quickly eliminate the necessity for breaking out these ships. 

Now, I know through conversations with people in the Government 
agencies that as long ago as September they knew that there was going 
to be a greater and greater demand for tonnage. Yet nothing was done 
at that time to make sure that their program was lined up in such a way 
as not to, if you will, cause a crash on the market. No attempt was 
made to start moving these cargoes in a planned manner. 

The Cuarrman. Let me interrupt you. In a former report, this 
committee directed that they set up a conference group to do just what 
you are talking about. Now, what other thing can this committee do 
than that, direct them to do that? 

Mr. Happocx. I was very interested in your pursual of that very 
question yesterday. 

The Cuarrman. The witnesses evidently testified that there had not 
been anything come out of the conferences they had, or whether or 
not they had conferences. 

Mr. Happock. I think one of the things that this Sonneeten can do 
is to find out specifically what they have done to schedule these cargoes, 
No. 1, on American ships; No. 2, what they have done to see that these 
cargoes are scheduled over a period of time that will give maximum 
utilization of these ships and prevent the breaking out of ships from 
the laid-up fleet. 

The Cuatrman. I thank you for that. I think we will, before this 
is over, have that committee down here and let them give us a little 
report some morning. 

I must proceed with the regular schedule today. You understand 
that ? 

Mr. Happock. I understand. 

The Cuarrman. I gave you gentlemen 30 minutes. We appreciate 
your coming, and your testimony I know will be very beneficial to 
this hearing. 

Mr. Happock. Thank you very much. 

Mr. Auten. Is Mr. Haddock going to testify on House Joint Resolu- 
tion 614? 

The Cuarman. That is on the prototype ships? 

Mr. ALLEN. Yes. 

The Cuarrman. He may. That is perfectly all right. 


STATEMENT OF EUGENE J. ACKERSON, CHIEF, DIVISION OF LEGIS- 
LATION, OFFICE OF THE GENERAL COUNSEL, MARITIME ADMIN- 
ISTRATION 


Mr. Acxerson. Mr. Chairman, on behalf of the Maritime Adminis- 
trator, we would like to ask permission to put in the record on House 
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Joint Resolution 613, which you are just hearing, some material with 
respect to a question asked yesterday by Congressman Pelly as to 
why the Maritime Administration hi id taken no action to provide ships 
out of its national-defense reserve fleet for the purpose of carrying 
defense and other cargoes. 

Mr. Sullivan, who is Chief, Office of Ship Operations, is here and he 
would be pleased to summarize this statement and to stand for 
questioning. 

The CHarrmMan. I had you all day yesterday. I asked you some 
questions about that and you did not answer. It is like hitching the 
horse up twice and going no place. You remember that I asked those 
questions yesterday. 

Mr. Ackerson. Yes, sir; but questions were asked of other witnesses. 

The Crarman. I have some other things to do and members of 
the committee have some other things to do. Hereafter, when you 
come up here on these things, you must antipicate that those questions 
will be asked. Certainly you must have anticipated that a question 
like that was going to be asked. 

Mr. Ackerson. Yes, sir. 

The Crarrman. The statement may be inserted in the record. 

(The statement referred to follows:) 


. 


House Jorint RESOLUTION 613 


At the hearing May 28, 1956, Congressman Pelly asked Mr. Syran, Interna- 
tional Cooperation Administration, why the Maritime Administration had taken 
no action to provide ships out of its national-defense reserve fleet for the purpose 
of carrying defense and other cargoes. 

The Maritime Administrator requests that the following statement be inserted 
in the record foliowing the aforesaid question of Congressman Pelly: 

The Martime Administration is not a shipping agency of the Government, 
that is, it does not control the movement of any cargo and must await the request 
of a shipping agency such as ICA, MSTS, GSA, and the Department of Agricul- 
ture for the ships required by such agencies. 

Further, ships may be made available to private steamship owners and opera- 
tors only on bareboat charter pursuant to the provisions of the Merchant Marine 
Acts of 1946, 1936, and 1920, or by the sale of ships built postwar, such as the 
Mariners. The need for the charter of ships must be established after public 
hearings or public invitations for bids. 

The Maritime Administration, in the past few months, has taken the following 
actions to activate ships in its reserve fleet at the request of Government shipping 
agencies and private steamship operators: 





Allocations Number Type Service 
MGT BT oa cicnceccects, 10 | C1l-M-AV1 _..| DEW line. 
15 | Victory_........-.| Privately owned vehicles and other cargo. 
0 | Teme: z..-.... Fuel. 
2 |____.do_............| Fuel (scheduled for lay-up). 
Sales (10 8 | Mariner__.......-.| United States Lines. 
2 do pista American President Lines. 
Bareboat charters (8 7 | Victory... .--- ..| Pacific Far East Line (ore—California to 
Japan). 
Mariner--.---- _| Pacific Far East Line (grain-petroleum-coke). 


J a Oe 55 








1 These 10 Mariners are equal in carrying capacity to about 28 Liberty wien 
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Applications for bareboat charter’ 








Operator Received Number Type Service 
1. Pope & Talbot, Inc lacee Apr. 13, 1956 3 | Victorys_...| Intercoastal 
2. Lykes Bros. Steamship Co-.-...| Apr. 23, 1956 5 do Gulf to United Kingdom, con- 
| tinent, Mediterranean. 
3. Isbrandtsen Co__--. -..| May 2,1956 15 | Libertys-- Coal to France 
4. Gulf & South American Steam- | May 138, 1956 1 | Victory Gulf to South America. 
ship Co. 
5. Marine Transport Line........| May 25, 1956 10 | Libertys....| Coal to France. 
6. Blue Stack Towing Co_._-. May 19, 1956 1 | Liberty United States gulf coastwise. 
7. Shepard Steamship Co- -- es ; 3 5 | Libertys-- Coal to France 
8. Fernway Navigation Co_......| May 28, 1956 |! 6 |.-...do ramp. 
| \ 5 | Victorys Do. 
Nes nas tsas A . 51 
1 NOTES 
1, Public hearing terminated May 10, 1956; awaiting examiner’s report. 
2. Public hearing commenced May 28, 1956. 
3. Public hearing commenced May 23, 1956. 
4. Public hearing to be scheduled. 
5. Public hearing to be scheduled. 
6. Application not complete; being processed. 
7. Application expected but not received. 
8. Application not complete, being processed. 
Applications, general agency agreement 
| | 1. cee ee 
From | Received |Number| Type Service 
' | 
o |—— : ot: sbi atescaagetitah iil ptincaian 
LES eee ee eres May 18, 1956 30 Victorys....| Grain and other ICA- 
| | sponsored cargo. 
| 








NotTe.—This application is now receiving the attention of the Maritime Administrator as to the need for 
the vessels in the light of the actual and probable availability of ships as indicated above, and also as to the 
most practicable method of allocation: i. e., bareboat charter or GAA. 


(The following was received later for insertion :) 


LILLICK, GEARY, WHEAT, ADAMS & CHARLES, 
ATTORNEYS AT LAw, 
Washington, D. C., June 5, 1956. 
Re House Joint Resolution 613. 
Hon. HEeRBert C. BONNER, 
Chairman, House Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D. C. 


DeaR Mr. CHAIRMAN: This is on behalf of Pope & Talbot, Inc., an American- 
flag berth operator engaged in the intercoastal trade. 

During the hearings held Monday and Tuesday, May 21 and 22, 1956, on House 
Joint Resolution 613, considerable confusion arose in the minds of some of us 
who attended the hearing as to the meaning of the phrase “for limited emergency 
purposes” as used by the chairman in his amendment made on the floor May 2, 
1956, to the 1957 Appropriations Act. This confusion, which may have been due 
in part to the form of presentation by proponents of the bill, may well make more 
difficult the task of the committee in its consideration and report upon House 
Joint Resolution 613. 

In the interests of clarifying the meaning and application of the words of the 
chairman quoted above, we respectfully invite to the attention of the chairman 
and committee members the following circumstances which gave rise to House 
Joint Resolution 613 in the hope that this clarification will bring into focus more 
clearly the objective which we hope the resolution will accomplish : 

1. The General Accounting Office on October 22, 1951, took the position that 
the vessel operations revolving fund established by the Third Supplemental 
Appropriations Act, 1951, was applicable to charters “only if the chartered 
vessel is being operated in an activity conducted under the program for the 
financing of which the fund was established, as distinguished from a charter 
not connected with such activities” (GAO Opinion B-105693, Oct. 22, 1951). 
We understand this position was later further restricted by the General Ac- 

counting Office so as to permit use of revolving funds by the Maritime Ad- 
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ministration only where a national defense emergency tantamount to the 
Korean emergency has been established. 

2. The 1956 Supplemental Appropriations Act passed May 19, 1956, con- 
tained language permitting the use of the vessel operations revolving fund 
“for activation, repair, and deactivation of merchant ships chartered under 
the jurisdiction of the Secretary of Commerce.” 

3. On May 2 on the floor of the House the chairman made clear his posi- 
tion on this subject in the following statement which appears on page 6568 
of the Congressional Record for that date: “I do want the Record to show 
that these funds will not be used for this purpose until the Maritime Board 
has sent down proper legislation to the committee which will be promptly 
acted on.” 

4. The 1957 Appropriations Act now in conference, as amended by the 
chairman on the floor, adds to the language quoted above from the 1956 Sup- 
plemental Appropriations Act the words “for limited emergency purposes 
during the fiscal year 1957.” 

5. House Joint Resolution 613 would provide that the revolving funds 
should be available for expenses incurred in connection with activation, 
repair, and deactivation, omitting the words “for limited emergency pur- 
poses,” and placing use of the funds within the discretion of the maritime 
agency. 

At the hearings on House Joint Resolution 613 there was some discussion be- 
tween the chairman and the Maritime Administrator as to the meaning of the 
words “limited emergency.” If by “limited emergency” the chairman means 
an emergency such as the Korean emergency, which God willing is not expected 
to occur within the period, the revolving fund will not be available for use at all 
during fiscal year 1957 even with the present critical space shortage, existing 
as it does particularly in the intercoastal trade. If on the other hand the chair- 
man by the words “limited emergency” intended that the funds should be used 
by the Maritime Administration in its discretion if there were an emergency of 
the type that now exists by virtue of the present serious cargo space shortage, 
then we take it that the revolving funds may be used under the 1957 Appropria- 
tions Act as clarified by House Joint Resolution 613. 

Pope & Talbot, Inc., has applied to the Federal Maritime Board for bareboat 
charter under Public Law 591 of three Government-owned vessels to be em- 
ployed in its present service in the intercoastal trade between the Pacific coast 
and Atlantic coast of the United States via Panama Canal. The matter has 
proceeded to public hearing before a Federal Maritime Board Examiner who, 
on May 29, issued a recommended decision in favor of Pope & Talbot, Inc., on 
each of the statutory issues under Public Law 591. The proceeding is now 
pending before the Board for action. 

The intercoastal service is, in comparison with the offshore trades, a marginal 
operation in the economic sense. Intercoastal operators must face strong com- 
petition from the railroads and motor carriers. Their rates are rigidly con- 
trolled by the Interstate Commerce Commission. Their operations must be 
efficient even with substantially full vessels in order for them to earn a slender 
profit on their investment. Yet the intercoastal trade is an essential element 
of the domestic commerce of the United States as defined in the Merchant 
Marine Act, 1936, though it must face these unfavorable factors not present 
in the foreign commerce. 

Pope & Talbot has proved at public hearing the existence of an emergency 
in the intercoastal trade, in the sense of a critical cargo space shortage. Unless 
the Maritime Administration is empowered to make available revolving funds 
for breakout expenses of the vessels to be chartered by Pope & Talbot, Inc., the 
charters cannot be entered into and the venture will fail, irrespective of the 
space shortage, because Pope & Talbot would suffer an operating loss if it 
were forced to pay breakout costs in a service as marginal as the inter- 
coastal trade. This would result in frustration of the purpose of Public Law 591. 

Accordingly Pope & Talbot respectfully requests that the report of the com- 
mittee on House Joint Resolution 613 support the measure and clarify the 
meaning of “limited emergeney” so as to permit use of revolving funds in the 
discretion of the Maritime Administration, where there is a critical need for 
tonnage in the trade involved, and an inability of the trade to support payment 
of breakout expenses by the operator. 

Very truly yours, 


LILLICK, GEARY, WHEAT, ADAMS & CHARLES, 
Attorneys for Pope & Talbot, Inc. 
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The Cuamman. We will now go to the hearing on House Joint Reso- 
lution 614. 

(Whereupon, at 2:40 p. m., the committee proceeded to other 
business. ) 


x 





